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In speed, in accuracy, in overall performance, 
Monro-Matic® Calculators are far ahead. Where 
other calculators depend on human decision, 
Monroe Calculators work automatically saving 
time, saving money, reducing errors. 
Monro-Matic Calculators are being bought today 
by top companies like these: 


nail 


For the greatest savings... choose the “world’s 
most advanced calculator... 


for CALCULATING 
ADDING «+ ACCOUNTING 


Monroe Calculating Machine Company, Inc., Orange, New Jersey Rova PROCESSING MACHINES 


Offices for sales and service throughout the world 
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Each IAS training program is “tailored to fit” 
the needs of the individual. This is accomplished through the IAS 
elective plan embracing 240 comprehensive study assignments, 
covering a wide range of accounting and management subjects. 


The IAS electives currently available (with 
the number of comprehensive study assign- 


ments indicated) are: 


Basic Auditing (10) 

Public Auditing (20) 
Internal Auditing (20) 

Basic Cost Accounting (10) 
Advanced Cost Accounting (20) 
Corporation Accounting (10) 
Corporation Finance (10) 
Business Statistics (10) 
Management Control (20) 
Economics (10) 

Office Management (20) 
Accounting Law (10) 
Federal Income Tax (10) 
CPA Coaching (20) 








e After general accounting principles have been mastered, 
each IAS Diploma Course student selects from 14 electives 


those leading to his specific training objective. 


e With this broad curriculum at his command, each 
IAS student can study first those subjects needed im- 
mediately and can then broaden his knowledge of 
accounting and management through study of additional 


electives. 






The school’s 24-page Catalogue A 
is available free upon request. 
Address your card or letter to the 


Secretary, IAS... 


> 
INTERNATIONAL ACCOUNTANTS 
SOCIETY, INCORPORATED 


A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD * CHICAGO 6, ILLINOIS 





IAS IS AN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 








PAUL HAASE, Editor 


BENJAMIN R. MAKELA 
Publication Manager 


CEIL SMITH THAYER 
Assistant Editor 


JOHN A. MURPHY 
Advertising Manager 






Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controliers Institute of America 







1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and financing, together with 
the necessary procedures to effectuate the plan. 











2. To measure performance against approved 
operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 










3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 











4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 







5. To interpret and report on the effect of 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social forces and of governmental infl- 
ences as they affect the operations of the 
business. 











6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 
coverage. 
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WANTED: Man on his way to a 





directors’ meeting with an open mind 



























about Electronic Data Processing 





Possibly at today’s meeting, management will bring up the prob- 
lem of paperwork indigestion. 


This opens up the whole subject of electronic data processing. Top 
level thinking is needed for the decisions in this area. A large invest- 
ment is involved. 


If you read one paragraph further, you will be able to contribute 
a most important fact to the discussion. 


The great new advance in large-scale data processing is Honeywell’s 
DATAmatic 1000. Any organization that wants the newest, fastest, 
j shrewdest thing in a giant electronic brain should have the facts on 
this latest achievement of Honeywell engineering. 





If you are an engineer or scientist, yourself, you may want to get 
j into the electronic ‘“‘hows” and “whys” of DATAmatic 1000, to 
check personally on its record-breaking speed and unequalled ca- 
pacity. You surely will want to know about this new brain’s sizable 
' advantage in true cost. 


Detailed analysis properly belongs to an electronic data processing 
investigating committee. Honeywell hopes its tests will be the tough- 





est possible. 


} Top management need bear in mind only this one point: consider- 
| ation of any large-scale data processing program is incomplete without 
. the facts on DAT Amatic 1000. 
Re Our applications engineers will be glad to discuss your problems. 
to Write to Walter W. Finke, President, DATAmatic Division, Dept. 
ger. C2, Newton Highlands 61, Massachusetts. 
jed. 





7 Honeywell 


[H) DATAmatic 


ELECTRONIC DATA PROCESSING 









PROS AND CONS OF LEASING EQUIPMENT 


Editors, THE CONTROLLER: 

As Charles M. White, Jr.’s article en- 
titled ‘Economics of Equipment Leas- 
ing,” published in the July 1957 issue of 
THE CONTROLLER, was partially based on 
my article, “Pros and Cons of Leasing 
Equipment,” published in the Harvard 
Business Review in March-April 1955, I 
feel it is important to your readers to clear 
a few comments which might be misin- 
terpreted by those who are new to the 
study of the lease as a financing and mar- 
keting device. 

In speaking of leasing disadvantages, 
Mr. White mentions supervision of the 
lessee’s operations by the lessor and the 
possibility of being dispossessed. In my 
judgment, these two disadvantages are so 


insignificant that they can be ignored by 
those interested in leasing. I know of no 
practical situations in which either of 
these theoretical disadvantages has been 
realized in practice. 

In speaking about losing equipment at 
the end of the lease, Mr. White suggests 
the alternative of including a purchase 
option in the lease. From the standpoint 
of tax treatment of the lease by the lessee, 
this would be one of the worst things the 
lessee could do, if the purchase option is 
a usual one specifying a nominal value 
or percentage. The courts will quite uni- 
formly construe such purchase-option 
leases as conditional sales contracts, dis- 
allowing or reclassifying the rental ex- 
pense. 
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In speaking of the lessor’s advantage, 
of leasing, Mr. White makes the state. 
ment that leasing serves as a hedge against 
recession because “in a period of reces. 
sion the demand for capital goods wij 
thereby be strengthened.” 

In general, I believe, your readers wil] 
agree that a recession decreases the de 
mand for capital goods. Money is not 
available for capital improvements and 
companies tend to keep maintaining older 
equipment. I believe that Mr. White 
meant to say that a company offering leas. 
ing services might be able to stabilize its 
revenues and employment because those 
suffering from capital shortages would be 
able to postpone taxes and decrease capi- 
tal investment through using the lease as 
a financing method. 

Under “Disadvantages to the Lessor,” 
Mr. White makes the statement that “the 
lessor runs the risk of obsolescence,” 
While it is true that “technological im. 
provements may render the use of the 
equipment uneconomical” this is not so 
much a risk to the lessor as it is a risk 
to the lessee. This is because most equip: j 
ment leasing contracts provide that the 
lessor will recover the full purchase price 
of the equipment over the term of the 
basic lease. Because leases are ‘‘firm,” the 
user, or lessee, must continue to use the 
equipment even though it may be tech 
nologically out of date. His alternative is 
to approach his lessor and endeavor to 
make a new arrangement for modern 
equipment. I am sure that many lessors 
would be willing to enter into such ar- 
rangements as they do have the facilities 
mentioned by Mr. White to rebuild and 
resell the equipment to other users. 

Finally, Mr. White has quoted the Re- 
search Institute of America’s Federal In- 
come Tax Service. It is difficult to tell 
from the placement of the quotation 
marks where the RIA quotation stops and 
the quotation of Revenue Rulings 55-540, 
541 and 542 may start. In effect, the RIA 
editorial comment is based on those gov- f 
ernment rulings and those interested in 
the effect of the rulings on leasing prac- 
tice should read those rulings in complete 
form. Those interested in the tax treat: 
ment of leased equipment might find my 
article ‘‘Decisions to Lease or Buy Equip- 
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Beautifully clear, multiple copies of any report 
...@ach as sharp as the original 


10 pages or 2,000... fast and economically 


It isn’t often that anyone wants 600 
copies of a 2,000-page report. 

But a client of Michael Baker, Jr., 
did. Michael Baker, Jr., Inc., is one of 
the country’s largest consulting-engi- 
neering firms, and the voluminous re- 
port at right, above, concerned a vital 
and extensive engineering project. 

Normally it would cost many thou- 
sands of dollars to set up and print the 
required 600 copies of a report as 
lengthy as that. It would also involve 
considerable time. 

But each page of this report was 
copied by xerography onto offset paper 
masters at amazingly low cost and time 
consumption. Then 600 copies were 
run off on an offset duplicator, and 
each page was as beautifully crisp and 
clear as the original. 






What’s xerography? 

That would have been a fair ques- 
tion only a few years ago when The 
Haloid Company first unveiled it. But 
today xerography is widely known— 
in industry, business, and government 
—as the world’s most versatile copying 
process. 

If you’ve installed it at your plant, 
you know that paperwork duplicating 
of all kinds is no longer a problem. 


e Xerography copies anything 
written, printed, typed, or drawn 
e Same, enlarged, or reduced 
size ¢ Copies onto all 
kinds of masters—pa- 
per, metal, spirit, 
translucent—for dupli- 
cating ¢ Copies line 
and halftone subjects. 






Whether, for example, it’s a simple 
report of a few pages and a few copies 
—like the one pictured at left, above 
—or a monumental report of thou- 
sands of pages, you can copy it onto 
masters quickly by xerography for run- 
off of multiple copies at low cost. 

It will pay you to investigate xerog- 
raphy’s advantages. 


THE HALOID COMPANY 
58-118X Haloid Street, Rochester 3, N. Y. 


Branch offices in principal U.S. and Canadian cities 


HALOID 
XEROX 
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ment Are Made No Easier by New 
Revenue Rulings” helpful. It was pub- 
lished in the Journal of Taxation, March 


1956. 


FRANK GRIESINGER 

Assistant Treasurer 

The Lincoln Electric Company 
Cleveland, Ohio 


Editors, THE CONTROLLER: 

Frank Griesinger was kind enough to 
forward me a copy of his July 10, 1957 
letter to you containing his criticisms of 
my article “Economics of Equipment Leas- 
ing” which was published in the July 
1957 issue of THE CONTROLLER. 

Mr. Griesinger has read into my article 
unintended situations such as: 


1. My article was quite clear in indi- 
cating the dangers of a lease with an op- 
tion to purchase. There are, however, 
leases with certain types of purchase op- 
tions that would not be considered a con- 
ditional sales contract. 

2. Mr. Griesinger also missed the 
point with respect to the fact that leasing 
“can serve as a hedge against recession, 


because in a period of recession the de- 


mand for capital goods is thereby 
strengthened” (I did not say companies 
would spend more themselves on capital 
goods—rather I am indicating that they 
will lean more to obtaining capital goods 
through a lease plan). 

3. Perhaps an apology is due to the 
readers for my inadvertently leaving out 
one quotation mark. On page 362, col- 
umn 1, a quotation mark should have 
preceded the paragraph that reads ‘The 
fact that the agreement makes no provi- 
OM... 


Let me compliment your production 
department for an excellent reproduction 
of this article. I have read and reread it 
carefully and have yet to find a distortion 
due to a printer’s error. 

In conclusion, let me admit that the ar- 
ticle was far from “all inclusive.” I am 
sure Mr. Griesinger will be the first to 
admit that when exploring a topic one 
cannot afford to inject every idea, excep- 
tion, caution or broadening effect that en- 
ters his mind. Mr. Griesinger is, quite 
obviously, one of the better authorities in 
the field of leasing today and I thoroughly 
enjoyed reviewing his article. His was, 
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however, only one of a large number of 
atticles and books which I have reviewed 
in the past few months; and I find that 
certain terminology is of necessity com. 
mon to all of us. The bibliography that 
accompanied my manuscript gave due 
credit to his article, the same as it did to 
other source material. 


CHARLES M. WHITE, JR. 
Comptroller 


W-K-M Division of ACF Industries Inc. 


Houston, Texas 


Mr. Griesinger to Mr. White: 

Thank you, Mr. White, for sending me 
a copy of your letter to the editors of THE 
CONTROLLER. Just the other day I was 
rereading the little book ‘“The Lease as a 
Financing and Marketing Device,” which 
was published several years ago by two 
professors from the School of Business 
Administration of the University of Mich- 
igan. 


terial which I have seen appearing in 
many subsequently published articles, in- 
cluding my own. Thus, this illustrates 
your point that it is difficult, when one 
studies a subject intensively, to avoid any 
use of or reference to work or scholarship 
which has been done by others. 

I have had a feeling, in doing my own 
work, that I must be very careful not to 
quote other authors without receiving 
specific permission for such quotations 
and I have done my best to follow out 
this principle. Nevertheless, I know that 
the words of other authors may creep 


into my work, also, quite unconsciously. f 


Thus, I fully appreciate the sense of 
your letter to Mr. Haase. 
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Less Depreciation 


@ As Engineers & Architects for In- 
dustrial Plants we know construction 
costs. Since we are constantly deal- 
ing with manufacturers of process 
equipment and machinery, our ap- 
praisal figures on contents are like- 
wise authentic. 


Your inquiry ts solicited 


LOCKWOOD GREENE 
ENGINEERS, INC. 


41 East 42nd Street, New York 17 
Boston 9, Mass. ° Spartanburg, S. C. 
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What’s going on 
behind 
Bill’s door ? 

















The Marchant calculator demonstration Bill Harvey asked for 


. to see for himself how much time it will save on his figurework 








High Speed 
Automatic 
Marchant 
Figurematic 


Modern Management Counts on Marchant 


A Marchant is the ideal calculator for Bill’s business. 


A Marchant speeds figurework by delivering answers faster, 
with complete assurance of accuracy, and with remarkable 
ease of operation. These are the unique benefits of Marchant’s 
exclusive proportional-gear mechanism, which operates 
smoothly throughout the calculating cycle. No continual jar- 
ring start and stop; utmost dependability, longer life. 


Together, the speed, accuracy and dependability of Bill’s 
Marchant will make it one of his most profitable investments. 


FOLLOW BILL’S LEAD— MAIL THIS COUPCN TODAY 


MARCHANT CALCULATORS, INC. + OAKLAND 8, CALIFORNIA 


[] You may have the Marchant Man arrange to demonstrate 
a Marchant calculator on our own figurework. Absolutely 
no obligation on our part. 


OAKLAND 8, CALIFORNIA 


NAME ___ 


PLEASE ATTACH COUPON TO YOUR COMPANY LETTERHEAD 


| 
| 
| 
| 
| 
| C1 Please send me free descriptive literature on Marchant 
calculators 
CALCULATORS.inc. | c2 
| 
| 
| 
; 
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lhe FIRST 
NATIONAL CITY BANK 


of New York 


78 Branches 


in Greater New York 


Head Office: 55 Wall Street, New York 


71 Overseas Branches, 
Offices, and Affiliates 


Statement of Condition as of December 31, 1957 


ASSETS 
CasH AND DUE FROM Banks 
Unitrep STatES GOVERNMENT OBLIGATIONS. 
STATE AND MunIcIPAL SECURITIES. 
OTHER SECURITIES 
Loans 


CUSTOMERS’ 
FEDERAL 


INTERNATIONAL 


ACCEPTANCE 


RESERVE 


LIABILITY 


Bank Stock 


BANKING CORPORATION 


Bank Premises, FURNITURE AND EQUIPMENT . 


ITEMS IN TRANSIT WITH BRANCHES 


OTHE 


R ASSETS 


Total . . 


LIABILITIES 
DEPOSITS 


$1,899,087,995 
1,156,472,300 
388,845,587 
110,759,623 

.~ 83867:67 15355 
122,334,561 
18,600,000 
7,000,000 
40,847,145 
15,495,482 
9,636,833 
$7,636, 750, 881 





$6,692,688 ,345 


LiaBILITY ON ACCEPTANCES AND BItts . . . 129,641,006 
Due To ForeIGN CENTRAL BANKS. . . 2. sw 6,292,900 
RESERVES: 
UNEARNED INCOME . ... - + «© © « « 32,873,784 
TAXES AND ACCRUED EXPENSES. . ... « 64,675,406 
DivipDEND ‘ 8,280,000 
CaPITAI $240,000,000 
(12,000,000 Share s— $20 Par) 
SuRPLUS. 380,000,000 


UnpivipepD Prorirs . 


SHAREHOLDERS’ 


Total 


82,299 440 


Equity. 


702.299 440 
$/ 7,636, 750, 0,881 


Figures of Overseas Branches are as of December 23. 
$387,489,791 of United States Government Obligations and $7,795,200 of 
other assets are pledged to secure Public and Trust Deposits and for other 
purposes required or permitted by law. 
Member Federal Deposit Insurance Corporation 


Affiliate of The First National City Bawk ‘ok New York for separate 
administration of trust functions 


CITY BANK FARMERS TRUST COMPANY 
Head Office: 22 William Street, New York 
Capital Funds $33,464, 953 





We shall be glad to send, upon request, a complete copy of the 1957 ‘‘Report to the 


Shareholders” 


of THE FIRST NATIONAL CITY BANK OF NEW YORK and 


CITY BANK FARMERS TRUST COMPANY. 
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Developing Accounting Principles 


Appointment of a new committee to make an independ- 
ent approach to the basic problems involved in the develop- 
ment of accounting principles was announced recently by 
the American Institute of Certified Public Accountants. 
The formation of the accounting research study committee 
was prompted by proposals made by the AICPA president, 
Alvin R. Jennings, at its annual meeting in New Orleans 
last October. It is not intended that the new committee 
consider development of auditing standards, since that sub- 
ject is believed to be the primary concern of the practicing 
profession, and the customary work of the AICPA’s Com- 
mittee on Accounting Procedure will continue, it is an- 
nounced, without change. 

Of particular interest to corporate controllers and finan- 
cial officers is the fact that one of their number has ac- 
cepted appointment to the new committee. He is Dudley 
E. Browne, vice president-finance and controller, Lockheed 
Aircraft Corporation, and immediate past president of 
Controllers Institute of America. Mr. Browne, who is a 
CPA (California), is the author of “Financial Manage- 
ment in a Changing Economy’’ in this issue of THE Con- 
TROLLER. 

Other members of the new committee are: Weldon 
Powell (New York), chairman; Andrew Barr (District of 
Columbia); Carman C. Blough (New York); Arthur M. 
Cannon (Oregon); Marquis G. Eaton (Texas); Paul 
Grady (New York); R. K. Mautz (Illinois); Leonard 
Spacek (Illinois); and William W. Werntz (New York). 


Tossing (Out) Pennies 


Not often does a book about business or accounting tech- 
niques achieve ‘‘best-seller”’ status, but Controllership Foun- 
dation, research arm of Controllers Institute, apparently has 
one in its list of published reports. It is ““Whole-Dollar Ac- 
counting,” published a few months ago, which has had both 
critical acclaim and widespread sales. In addition, it achieved 
coast-to-coast recognition recently when the financial colum- 
nist of the Associated Press devoted a full column to a re- 
port of the findings in the Foundation’s study. Apparently, 
the headline “Saving Dollars by Throwing Away Pennies” 
caught the eye of many corporate controllers and financial 
officers at a time when cost-mindedness is well to the fore. 


Helping the “Good Small Man” 


A much-revered maxim of the sporting world holds that 
“a good big man can always lick a good small man.” That 
there are notable exceptions, not only in the realm of sports 
but also in business, came to mind recently after reading an 
article in Harvard Business Review by W. Arnold Hosmer 
(professor of business administration at Harvard and, in 
addition, board chairman of a small firm) on ‘Small Manu- 
facturing Enterprises.” 

He notes that alert small manufacturers can often be 
more efficient in producing limited-volume products, can 
cope with the problem of small-lot sizes and special styles, 
and outmaneuver larger competitors in the area of services. 
Nevertheless, Professor Hosmer believes that the smaller 
manufacturing enterprises are cramped competitively by 
“artificial restrictions on the flow of equity capital and un- 
necessary impediments in sales.” 

As to solutions, the most effective are to be found ‘‘first 
in the removal of restrictions and second in a more wide- 
spread use of management methods proved in competition.” 


Down with Gobbledygook! 


Another campaign in the war against gobbledygook in 
governmental communications is under way as the result 
of a recommendation by the Hoover Commission. 

Some progress is already reported in eliminating “‘effec- 
tuate” instead of “‘bring about’’ or “‘expedite’’ in place of 
“hasten” or “‘facilitate’’ instead of “make easy’’ or “utiliza- 
tion” instead of ‘‘use’”—to name a few of the pompous or 
prestige words that are found repeatedly in government 
correspondence, together with “legal terms, abstract nouns, 
passive verbs and dense subordinate clauses,” in the words 
of the Hoover Commission report. 

All of which brings to mind two paragraphs we found 
some years ago. They are a bit too long for an office wall 
plaque, but our readers may wish to clip the following 
for review with staff members. 

& & & 

In promulgating your cogitations, or articulating your 
superficial sentimentalities and amicable, philosophical or 
psychological observations, beware of platitudinous pon- 
derosity. Let your conversational communications possess 
a conciseness, a compacted comprehensibleness, coalescent 
consistency and a concatenated cogency. Eschew all con- 
glomerations of babblement and asinine affectations. Let 
your extemporaneous descantings and unpremeditated ex- 
patiations have intelligibility and veracious vivacity, with- 
out camouflage or bombast. Sedulously avoid all polysyl- 
labic profundity, pompous prolixity, ventriloquial verbosity 
and vaniloquent vapidity. Shun double entendres, prurient 
jocosity and pestiferous profanity, obscurant or apparent. 

& & & 

In short—talk plainly, briefly, naturally, sensibly, truth- 
fully, purely. Keep from “‘slang”; don’t put on airs; say 
what you mean; mean what you say. And don't use big 
words for bigness’ sake. —PAUL HAASE 
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The Company’s original method involved 
manual calculating, writing, checking, and 
copying operations in various departments 
during normal order processing. Whenever 
changes were incorporated, the entire order 
was reprocessed. Cards were manually key- 
punched for many operations, making sec- 
ondary controls necessary. 


Automated Data Processing eliminated these 
disadvantages. It provided faster processing, 
machine calculation, accuracy, and cost con- 
trol with a minimum of manual operations. 


The new ADP system uses a 9-part Moore 
Production-Acknowledgment-Shipping Order 
as the initiating form. The Order is typed on 


te 





If you would like to read the 


details in this booklet, write on Ee 
your Company letterhead to the . > 
Moore Office nearest you. bes - ® 


NIAGARA FALLS, N.Y. 


HERE'S HOW 


gets faster processing from 


its new ADP order-billing-shipping system 


an IBM Typewriter Tape Punch which auto- 
matically produces a by-product punched tape 
for conversion to punched cards. The cards 
prepare all subsequent records... including 
the Invoice and Statement. 


The Moore man, using Moore facilities, 
helped the Company’s systems men in the 
scientific design and construction of the forms 
that fit the Automated Data Processing 
system. The Moore forms are: a 9-part 
Speediset Production-Acknowledgment-Ship- 
ping Order; an 8-part Speediflo Invoice Form; 
a 2-part Continuous NCR Statement; an 8- 
part Continuous Marginal Punched Stock 
Goods Order-Invoice. 






MOORE BUSINESS FORMS 


* DENTON, TEX. + EMERYVILLE, CALIF. 


Since 1882 the world’s largest manufacturer of business forms and systems. Over 300 
Offices and factories across U.S., Canada, Mexico, Caribbean and Central America. 
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Does High Executive Pay 
Mean High Profits? 


Arch Patton 


NE OF THE TANTALIZING QUESTIONS 
O facing corporation directors through- 
out the last decade’s inflationary upsurge 
in executive compensation has been: Does 
above-average compensation of executives 
generally result in above-average company 
profits? 

If such a correlation does exist, of 
course, it presumably would be in the in- 
terests of shareholders to compensate ex- 
ecutives liberally; if not, compensation is 
merely an expense, and lower expenses 
naturally increase the profits available for 
dividends. 

The search for an answer has been un- 
rewarding; at least, no statistically valid 
proof of either thesis has been developed. 
However, several executive compensation 
surveys have found fragmentary evidence 
that high executive pay means high com- 
pany profits. 

Seven years ago, the American Man- 
agement Association executive compensa- 
tion survey—the first organized study of 
this subject—commented: “There is con- 
siderable evidence that high executive sal- 
aries result in better-than-average expan- 
sion of both sales and profits.” A study? 
conducted by the writer a short time later, 
and using an entirely different basis for 
judging executive pay relationships, con- 
cluded: ‘‘When it comes to providing new 
jobs, companies with the highest paid top 
managements did best . . . and the same 
thing holds for profits as well.” 

A recently completed study of executive 
compensation made by McKinsey & Com- 
pany provides the strongest evidence on 
this point yet developed. This latest sur- 
vey covers 71 companies in 15 major in- 
dustries. The participants are large con- 
cerns, with an average of 56,000 em- 
ployes receiving $288 million in salaries 
and bonuses. 





"See “Are Executives Paid Enough?”—For- 
tune, January 1953. 





The McKinsey survey, although limited 
in its coverage to large enterprises, offers 
statistical evidence that companies paying 
above-average compensation to their ex- 
ecutives are the biggest profit gainers. For 
example, the top-paying company, from 
the standpoint of the proportion of total 
payroll allocated to the executive group, 
in 13 industries (two industries were 
omitted because of loss-to-profit statisti- 
cal complexities) reported profit increases 
in the past ten years averaging 227 per 
cent. This compares with an average 13- 
industry profit gain of only 117 per cent. 
At the other extreme, the companies in 
each industry that paid the smallest pro- 
portion of total payroll to the executive 
group had ten-year profit increases of only 
20 per cent. 

This means that the top-paying compa- 
nies in these industries doubled the av- 
erage profit gain and had more than ten 
times the profit increment of the poorest- 
paying companies. 

But this analysis measures results of top 
and bottom payers only. Looked at from 
another angle, the top-paying company in 
half the industries also reported the big- 
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Companies paying premium 
compensation to executives 
are the biggest profit gainers 


gest ten-year growth in profits, while nine 
of the 13 poorest-paying companies in 
these same industries had the worst profit 
record in their group. This means that 
some high-paying companies did not turn 
in outstanding profit gains and vice versa. 
However, the incidence of agreement be- 
tween compensation and profit gain as far 
above random expectancy. 

The fact that low pay appears to penal- 
ize profits more than high pay benefits 
profits should not be overlooked. This im- 
plies that some ingredient other than high 
compensation is necessary to high produc- 
tivity; but when compensation is too low, 
the chances are poor of showing even fair 
profits. 


THE “OTHER INGREDIENT” 

The results of the survey do not consti- 
tute proof that high executive pay means 
high profits, for there is an egg-and- 
chicken aspect to the relationship. For ex- 
ample, there is no question but that larger 
companies pay their executives more than 
smaller companies. But the fact that com- 
panies with the best profit records are 
currently paying their executives well 





ARCH PATTON, a principal in the Chicago office of Mc- 
Kinsey & Company, Inc., management consultants, has writ- 
ten numerous earlier articles on executive compensation 
for THE CONTROLLER (February 1954, January 1955 and 
September 1956) and other business magazines. He is widely 
known for his work in executive incentive plans and ex- 
ecutive performance appraisal, as well as in the compen- 
sation area. Prior to joining his present company, he 
was vice president of Wilbur-Suchard Chocolate Company 
and assistant to the president of R. Hoe & Company, Inc. 
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above competitors—even larger competi- 
tors—is significant. In only seven of the 
13 industries was the top profit gainer 
also the biggest company, and only four 
of the poorest profit performers were also 
the smallest companies. 

W hat is the other ingredient needed to 
make even high compensation productive? 

Having observed at close range the 
compensation practices of a great many 
companies, I believe this rare ingredient 
is a management that recognizes compen- 
sation as a motivation rather than simply 
a cost of doing business. 

The principal difference between the 
two schools of thought lies in their phi- 
losophy. The cost-minded are not neces- 
sarily intent on keeping compensation 
low, although many have this viewpoint. 
Rather, they tend to think in terms of 
nicely balanced internal and external com- 
pensation relationships. They are more 
interested in ‘holding the line at the mid- 
point of the range’ than in rewarding 
outstanding profit performance or penal- 
izing the sluggard. 

The management that regards compen- 
sation as motivation tends to be less in- 
terested in the minutia of administration. 
They are less apt, for instance, to let sal- 
aries be administered by the mathematical 
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pressures inherent in a minimum-mid- 
point-maximum salary structure. 

However, motivation-minded manage- 
ment generally recognizes that the key to 
profitable compensation 7s administration. 
Over the years, I have become reasonably 
familiar with the compensation practices 
of many of the 71 companies participat- 
ing in this survey. The outstanding differ- 
ence between the top-paying and poorest- 
paying companies, in my opinion, is the 
emphasis placed on performance in giving 
promotions, merit increases, and bonuses 
among the top payers. 

It is only when individual performance 
controls compensation administration that 
high-paying companies ‘get what they pay 
for’ in terms of high profits. In my judg- 
ment, this performance-oriented adminis- 


tration of compensation is the other’ 


ingredient that enables the high-compensa- 
tion philosophy of the top-paying compa- 
nies to motivate their executives to pro- 
duce high profits. 


SURVEY BACKGROUND 

The proportional approach to measur- 
ing executive compensation relationships 
used in the latest McKinsey survey was 
described in Fortune several years ago.” 
The basic principle involved in the survey 
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was developed almost a century ago by the 
Italian socioeconomist, Vilfredo Pareto, 
In effect, he held that, in any large group 
of people, incomes follow a geometric 
pattern from the highest to the lowest, 
with income distributed among the group 
in a constant mathematical relationship. 

About ten years ago, an executive of a 
major company thought Pareto’s unique 
concept might prove valuable to industry 
as an over-all yardstick for executive com. 

ensation relationships. Preliminary stud. 
ies by this company indicated that the ap. 
proach was valid and led to the first 
proportional management compensation 
survey made by McKinsey & Company in 
1951. 

In addition to Pareto’s basic principle 
of geometric income progression, this sur- 
vey approach rests on a second key prin- 
ciple: that when companies have 20,000 
or more employes, the top one per cent of 
all employes represents the executive 
group, with the highest paid one-tenth of 
one per cent covering the policy-level 
group in the company. 

This uniform corporate-growth pattern 
from an organizational standpoint, plus 
Pareto’s geometric compensation relation- 
ship principle, makes it possible to di- 
rectly compare the relative compensation 
of the executive group in companies of 
varying size. For example, the executive 
compensation of a company having 
150,000 employes may be directly com- 
pared with one having 25,000 employes 
in the same industry by relating the pro- 
portion of total payroll going to the high- 
est paid one-tenth of one per cent for 
policy-level executives, and the next high- 
est paid nine-tenths of one per cent to 
cover the middle-management group. 

On this basis, the proportion of the 
payroll going to the highest paid 150 em- 
ployes in one company (the top one-tenth 
of one per cent) is compared with the top 
25 in another. The proportion of payroll 
going to the remaining 1,350 in one com- 
pany and 225 in the other covers the rest 
of the executive group (the next nine- 
tenths of one per cent). 

Unlike other compensation surveys 
which attempt to establish the compensa- 
tion of a few positions at the top level in 
a company—the job content of which may 
vary widely—the proportional approach 
provides a broad measure of the financial 
motivation being offered the entire execu- 
tive group. What it lacks in pinpointing 
compensation problems involved in spe- 
cific jobs, it makes up by giving a relative 
measure of total compensation dollars be- 
ing used at various levels within the com- 
pany. 

Another advantage of the proportional 
concept is that it automatically adjusts for 
increases in both the number of employes 
(company size) and the pay scale. This 
means that allowance is made for inflation 

*See ‘Are Executives Paid Enough ?’’—For- 
tune, January 1953. 
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and varying rates of corporate growth, 
both of which tend to impair the ability 
of management to make balanced judg- 
ments of compensation trends between 
executives, supervisors, and nonexempt 
employes. 


OTHER SURVEY RESULTS 

The survey indicates that executives re- 
ceived a slightly higher proportion of 
total payroll in 1956 than was the case 
four years ago. Chart I compares the pro- 

rtion of total payroll going to several 
executive levels (segments of the highest 
paid one per cent of all employes) in 
1956 with earlier years. 

The chart shows that executives re- 
ceived 4.3 per cent of payroll last year, up 
from 4.1 per cent in 1952, and equalled 
the 1945 figure. The present level is far 
below the 5.8 per cent received in 1939, 
before the wartime salary freeze began 
undermining executive pay. Last year’s 
modest gain was confined to the middle- 
management echelons, for policy-level ex- 
ecutives (the top one-tenth of one per 
cent of all employes) received the same 
proportion of payroll in 1952 and 1956— 
1.1 per cent. The policy-level group re- 
ceived 1.2 per cent in 1945 and 1.9 per 
cent in 1939. 

A breakdown of the proportion of total 
payroll allotted the executive group into 
three policy-level and two middle-man- 
agement echelons, on a noncumulative 
basis, in 1956, 1952, and 1945 is shown 
in Chart I. 

This indicates that the two lowest eche- 
lons—the middle-management group— 
actually gained over 1952 and equalled 
1945. While these percentage changes 
may seem small, substantial sums are in- 
volved. For example, a company with a 
$300 million payroll would be paying the 
.11 per cent to .5 per cent group $5 mil- 
lion in total compensation at 1.66 per 
cent of payroll, compared with $4.8 mil- 
lion at 1.6 per cent. 

The earnings of the executive group as 
a whole were almost certainly higher than 
the cash compensation and deferred in- 
come included in the survey, for the cap- 
ital gains resulting from stock option 
plans could not be measured. Since op- 
tions are normally confined to executives, 
and 50 per cent of the companies listed 
on the New York Stock Exchange have 
option plans, it is reasonable to conclude 
that the executive “take home” for their 
work in 1956 was greater than the cash 
and deferred income. 

In addition to pointing to a recovery 
in the share of total payroll going to ex- 
ecutives, the survey indicates that these 
large companies have done a remarkable 
job of maintaining compensation relation- 
ships between the various groups of em- 
ployes. 

This is disclosed in part by the stability 
in the relationship between the compensa- 
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.00 to .01% highest paid 
.011 to .05% highest paid 
.051 to .1% highest paid 
.11 to .5% highest paid 
.51 to 1.0% highest paid 





tion of executives and the first level of 
supervision. The tabulation shown in 
Chart III expresses the compensation of 
five executive echelons as multiples of su- 
pervisory compensation in 1956, 1952, 
and 1945, 

The high degree of consistency be- 
tween executives and supervisors tends to 
refute the oft-quoted complaint that the 
supervisor is the “forgotten man where 
compensation is concerned.” 











Per cent each level to total payroll 
1956 1952 1945 
.26% .27% 27% 
46 45 52 
.35 .38 45 
1.66 1.60 1.65 
1.42 1.36 1.42 





Thus, the compensation of all major 
employe groups—executives, supervisors, 
and nonexempt employes—tended to ad- 
vance at approximately the same pace 
during the past decade. 

The top three (policy-level) executive 
groups show smaller gains over both 
1952 and 1945 than do the two bottom 
(middle-management) groups. However, 
the difference is relatively small, and may 
well be compensated for by the differ- 





CHART Iil 
Cumulative data 1956 1952 1945 
.01% highest paid 20 times 20 times 22 times 
.05% highest paid 11 times 11 times 12 times 
.1% highest paid 8.1 times 8.2 times 9.6 times 
.5% highest paid 4.1 times 4.0 times 4.4 times 
1.0% highest paid 3.1 times 3.0 times 3.3 times 





The conclusion that compensation ad- 
ministration has been skillfully handled 
by the survey participants is further sup- 
ported by an examination of average com- 
pensation of supervisors and nonexempt 
salaried and hourly employes as shown in 
Chart IV. 

The compensation of each group gained 
about 18 per cent during the past four 
years and almost doubled in the decade. 








ence in stock option allocations between 
the two major groups. 


THE EXECUTIVE’S INCOME 
Although the proportion of the total 
payroll allocated to the executive group 
changed only moderately in the past dec- 
ade, dollar compensation rose sharply. 
(Continued on page 62) 





CHART IV 
Annual compensation 
1956 1952 1945 
First level supervision $6,958 $5,900 $3,800 
Nonexempt salaried employes 4,392 3,700 2,200 
Nonexempt hourly employes 4,636 3,900 2,400 
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The compensation of five key executive 
echelons, averaged on a noncumulative 
basis, compared for 1956, 1952, and 
1945, is shown in Chart V. 


INDUSTRY VARIATIONS 

Although little change occurred dur- 
ing the past decade in the proportion of 
payroll allocated to the executive group 
by the survey participants, sharp changes 
occurred in individual industries.* For 
example, three industries—automobile 


manufacturing, electrical equipment, and 





steel—increased the proportion of total 
payroll going to the executive group be- 
tween 1945 and 1956 by an average of 
16 per cent. The responsibility of bonus 
plans and high industry earnings for this 
increase can only be surmised. 

At another extreme, participating air- 
lines, utilities, and container manufactur- 
ers reported the sharpest decline—aver- 
aging 26 per cent—among the industries 
in the proportion of payroll going to ex- 
ecutives during the decade. How impor- 
tant government regulation and the lack 
of incentive bonus plans were in shaping 














CHART V 
Average total compensation 
Noncumulative data 1956 1952 1945 
.00 to .01% highest paid $136,100 $120,500 $81,300 
.011 to .05% highest paid 60,700 49,500 37,200 
.051 to .1% highest paid 37,700 32,000 24,600 
.11 to .5% highest paid 21,900 17,200 12,000 
.51 to 1.0% highest paid 15,100 12,100 8,000 





CHART VI 


Comparisons of industry compensation averages 
as percentages of the 71-company average 


Policy-level group 
(.1% total employment) 


Middle-management group 
(next .9%) 





Chemical 

Auto 

Petroleum 

Steel 

Nonferrous 

Food 

Container 
71-Company Average 


Electrical Equipment 
Retail Chain 
Airlines 

Utilities 

Air Frame 

Meat Packing 
Railroad 





153 132 
129 98 
122 130 
117 111 
115 88 
114 113 
100 106 
100 100 
94 80 
89 100 
81 118 
66 86 
64 76 
63 80 
58 68 
57 64 


CHART VII 


Per cent of highest- 
paid employes 

.00 to .01% highest paid 
.031 to .05% highest paid 
.051 to .07% highest paid 
.11 to .3% highest paid 
.51 to .7% highest paid 
.71 to 1.0% highest paid 
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this result is debatable. 

There were equally wide variations in 
1956 between indieatties in the proportion 
of payroll allocated to executives and in 
the average dollar compensation of the 
several executive echelons. The tabulation 
in Chart VI shows the percentage vari- 
ance from the 71-company average dollar 
compensation at policy and middle-man. 
agement levels. 

Several interesting conclusions can be 
drawn from this tabulation. They may not 
be entirely valid conclusions because the 
facts bearing on industry economics and 
competition are not available. But they 
are worth noting: 


1. The chemical industry pays the 
highest dollar compensation in the group 
to both policy and middle-management 
executives. 

2. The petroleum industry is amon 
the top payers, particularly at the middle- 
management level. 

3. The auto manufacturers are near 
the top at the policy level, but below the 
average at the middle-management level. 

4. The nonferrous metal industry is 
above average at the top, but well below 
average among lower-echelon executives. 

5. All the industries that pay below- 
average compensation to their policy-level 
executives do relatively better by their 
middle-management people. 

6. Four of the five relatively poorest- 
paying industries are government regu- 
lated. 


An industry-by-industry study of the pro- 
portion of total payroll going to the pol- 
icy-level and middle-management groups 
points to the same general conclusions. 
The only major difference occurs in the 
petroleum industry, which falls closer to 
the 71-company average when measured 
by this yardstick. 


EFFECT OF DECENTRALIZATION 

The survey offers some evidence that 
the compensation pattern of decentralized 
companies differs only moderately from 
that of centralized companies. For ex- 
ample, note the executive compensation 
relationships reported by five decentral- 
ized organizations compared with five 
centralized companies in reasonably com- 
parable industries (noncumulative data) 
as shown in Chart VII. 

This indicates a tendency for decen- 
tralized companies to pay their top-policy 
group somewhat more, and their lower 
echelons somewhat less, than centralized 
concerns. However, except at the very top 
level, the differences are so small that they 
could be random in character. 





* This apparently was not due to the turn- 
over of participants. The 24 companies that 
took part in each of the three McKinsey pro- 
portional compensation surveys show only 
moderate (and statistically valid) variations 
from the 71-company total. 
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Profitability Indexes 


for Capital Investment 


Joel Dean 


CAPITAL MANAGEMENT 
OPPORTUNITIES 

This paper appraises the main kinds of 
profitability indexes now available to top 
management for measuring the economic 
worth of candidate capital investments. 
Good capital management requires a 
method of rationing limited capital funds 
among investment proposals so that the 
money will produce the largest possible 
future earnings. This kind of economic 
rationing of capital requires the best 
available yardstick of future profitability 
of investments. 

The opportunities for good capital 
management will grow in the next ten 
years for several reasons: 

Private capital expenditures, which in 
1956 reached the unprecedented level of 
$65 billion, may well be even greater in 
1957 and will increase substantially above 
this level during the next ten years. 

Population increases backed by higher 
living standards and further technological 
progress will expand the opportunities 
for profitable investment. 

A labor-supply pinch will produce con- 
tinued wage increases in advance of ris- 
ing labor productivity. 

Continuation of some degree of infla- 
tion over our lifetime will further spur 
capital investment as a hedge against fu- 
ture cost increases. 

The proportion of the national income 
available for private capital investment is 
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unlikely to increase. The Federal Gov- 
ernment’s take is at least as likely to in- 
crease as to decrease, and state and local 
requirements will certainly continue to 
increase. A perennial shortage of invest- 
ment capital will force careful rationing 
of funds among candidate investment 
projects. 


DIMENSIONS OF 
CAPITAL MANAGEMENT 

At the top level, capital management 
has two main parts: 

Capital sourcing, i.., determining 
where to get the capital. This means de- 
ciding on the right combination of re- 
tained earnings, equity financing, leaseback 
financing, long- and short-term debt, and 
asset disposals. These decisions should be 
based on the comparative costs and risks 
of different sources of capital. 

Capital rationing, i.e., deciding where 
the money goes. The allocation of capital 
funds among rival investment projects 
should be based on the prospective prof- 
itability and risks of alternative capital 
proposals. 

This paper deals with capital sourcing 
only incidentally and concentrates on the 
aspect of capital rationing, namely, meas- 
urement of return on capital employed. 
To see its position in the big picture we 
shall first sketch four main phases of ra- 
tioning: 


A method of rationing funds 
for largest possible returns 


_ 


. Foresight 

Measurement of economic worth of 
capital proposals 

. Screening and selection 

. Follow-through. 


N 


3 
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1. Foresight 

Concrete and quantitative foresight is 
both a hallmark and an essential ingre- 
dient in good capital management. Fore- 
sight has two main dimensions: 

Long-range projections of the firm's 
supply of and demand for capital. 

Short-range (usually one year) capital 
budgets and cash budgets. 

Five-year forecasts of a company’s capi- 
tal needs and capital requirements are 
now common in modern management. 
Based on projections of future economic 
conditions and industrial growth pros- 
pects, some companies have prepared de- 
tailed plant-and-equipment targets toward 
which their entire capital expenditure 
program is oriented. Other companies re- 
ject explicit long-range capital plans as 
fanciful and have been content to draw 
their future facilities plans in broad brush 
strokes leaving the details to be worked 
out and adapted through the mechanism 
of the short-range capital budget. Indus- 
tries and companies differ in the degree of 
realism with which they can make ex- 
plicit long-range capital investment pro- 
jections. 

In planning for the acquisition of fu- 
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ture capital funds, the long-term pro- 
jections of probable capital outlays can 
be stacked against expected internal cash 
generation (cash receipts minus cash out- 
lays) to forecast capital to be raised out- 
side by borrowing, by leasing, or by 
equity flotations. 

Short-term budgets of capital outlays 
and working-capital sources are essential 
even though plans have wide margins of 
uncertainty, particularly toward the end 
of the budget period. Budgets force early 
submission of capital proposals. They 
thereby permit top management to screen 
and balance them provisionally and to 
help management weigh the desirability 
of outside financing or the need for cut- 
backs. 


2. Measurement of Project Worth 
Measurement of the economic worth of 
capital proposals has two dimensions: 


Yardsticks of investment worth; and 
Application of yardsticks by project 
analysis. 


Both will be discussed later. 


3. Screening and Selection 

Screening of capital proposals is the es- 
sence of capital rationing. With proper 
allowance for special risks and for im- 
ponderables, the standard of minimum 
acceptable profitability should be the com- 
pany’s market cost-of-capital or its op- 
portunity cost-of-capital, whichever is 
higher. 

Market cost-of-capital is what the com- 
pany will probably pay for funds on the 
average over the future. For a large pub- 
licly held company this can be measured 
with adequate precision for rationing pur- 
poses. This is a conclusion reached after a 
decade of wrestling with troublesome, 
conceptual and metrical problems of cost- 
ing capital. Despite the margin of error in 
measuring a company’s capital costs, I 
have found no better cut-off criterion. 

Opportunity cost-of-capital is the sacri- 
ficed profit-yield from alternative invest- 
ments. Only when a company refuses to 
go to market for funds as a matter of pol- 
icy can the opportunity costs stay long 
above market cost-of-capital. 

Making correct allowance for risks and 
unmeasurables is where top management's 
judgment plays its most important role in 
project screening. Investments which alter 
the nature of the company’s risk exposure 
alter also its ability and hence its costs of 
attracting capital. The general principle of 
rate-of-return rationing, nevertheless, still 
applies. Even when measuring project 
profitability and riskiness is incomplete 
and subject to error, it provides a basis for 
improving executive judgment rather than 
attempting to displace it. Judgment is an 
essential ingredient in all capital ration- 
ing decisions but judgment is enlightened 
and improved when the company’s cost- 
of-capital is explicitly quantified and 


PRODUCTIVITY MEASUREMENTS 


The average U. S. production worker in manufacturing 
now earns enough after 18 minutes on the job to buy a 
dozen eggs, compared with 26 minutes of work in 1953, ac- 
cording to the National Industrial Conference Board. To- 
day’s production worker can purchase a refrigerator after 
108 hours and 43 minutes of labor, compared with 130 
hours and 39 minutes in 1953. 

On the other hand, a visit to the doctor is now equivalent 
to two hours and 20 minutes of work time, compared with 
two hours and five minutes and haircuts have risen during 
the four-year span from 40 minutes to 43 minutes in work 


time required. 


Comparing 1957 with 1953, ten of 16 selected items 
now cost less in equivalent work time while one is un- 
changed and five have shown a rise. In addition to decreases 
in work time for eggs and refrigerators, other items which 
require less work time are nylon stockings, milk, bacon, 
gasoline, round steak, a house dress, a man’s wool suit, 
and one pound of coffee. A pound of bread today costs 
the same six minutes of labor to purchase as it did in 1953. 
In addition to the doctor’s visit and the haircuts, other items 
which cost more in work time are potatoes, movie admis- 
sions, and men’s oxford shoes. 


when the profitability of projects is meas- 
ured as fully as is economic. 


4. Follow-Through 

Capital controls to assure that the prin- 
ciples of capital rationing are actually car- 
ried out are of many sorts, including: (a) 
outlay controls, i.e., making sure that the 
expenditures are in the amount and form 
authorized; (b) post-mortems, i.e., audit- 
ing the project earnings at early stages to 
keep the estimates honest and to learn 
from mistakes, and (c) spending logs, 
i.e., comparing actual outlays with budg- 
eted forecast outlays. 


ll YARDSTICKS OF 


Up to this point we have noted the im- 
portance of good capital management, 
sketched its major dimensions and seen 
the central role which return on capital 
should play. We are now ready to plunge 
into the main subject, namely, measure- 
ment of return on capital employed. In 
this section we shall examine yardsticks of 
investment worth. In the next section we 
shall look at some of the problems of ap- 
plying the yardsticks to capital proposals. 

In choosing among alternative yard- 
sticks of investment worth, it is helpful to 
think first of the requirements of a good 
yardstick, namely: 


ROLE OF RETURN ON CAPITAL 


The rate of return on capital employed 
should play a dominant role in each of 
these aspects of capital management. Fore- 
sight is the process of forecasting outlays 
and sources and these are improved by 
the follow-through mechanism, but, of 
course, it is all a meaningless: exercise un- 
less disciplined by explicit measures of 
project profitability and cost-of-capital. 
Measurement of project worth should 
center on rate of return. The rate of return. 
required by inside and/or outside sources 
of funds should be the standard of project 
selection. 


INVESTMENT WORTH 


1. Accuracy: measures productivity of 
capital correctly. 

. Inclusiveness: sammarizes project mer- 
its in a single figure. 

3. Realism: looks only at what happens to 

what is important—cash. 

4. Versatility: makes different types of 

projects comparable. 

5. Parimutuelity: reflects correctly the bet- 
ting odds on getting the estimated 
earnings. 

. Simplicity: makes calculation easy. 

7. Screenability: lines up with objective 

screening standards. 


No 


ON 
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CANDIDATE YARDSTICKS 
The chief candidate yardsticks are these: 


1. Necessity-postponability 

2. Payback period 

3. Level book rate of return 

4. Discounted cash flow rate of return. 


NECESSITY-POSTPONABILITY 
YARDSTICK 

The yardstick of necessity or postpona- 
bility measures the financial worth of cap- 
ital projects and ranks them on the basis 
of someone’s opinion as to their urgency 
or essentiality. Though widely used, and 
enthusiastically supported by some, this 
yardstick meets none of the requirements 
of a good yardstick. 

Degree of urgency does not measure the 
productivity of capital, that is, the effect 
it will have on the company’s earnings. 
Urgency is not a measurable quantity. Top 
management can be panicked into projects 
in an atmosphere of haste with full scope 
allowed for the arts of persuasion and ex- 
hortation. Projects which are urgent can 
be duds and projects which are highly 
postponable can be highly profitable. 

The acid test of a “must investment” 
should be its economic desirability. Some 
projects labeled as “‘necessary’’ have such 
high and clear profitability that explicit 
measurement is unnecessary. It is never- 
theless the profitability of the project, not 
its urgency or its label or the importance 
of the person who sponsors it, that should 
control the decision. 


PAYBACK-PERIOD YARDSTICK 

The payback-period yardstick is the 
number of years required for the earnings 
on the project to pay back the original 


outlay with no allowance for capital wast- 
age. It is pe the most widely used 
measure of investment worth. 

Payback has some virtues. It can serve 
as a coarse screen to pick out high-profit 
projects that are so clearly desirable as to 
require no refined rate-of-return estimates 
and to reject quickly those projects which 
show such poor promise that they do not 
merit thorough economic analysis. In ad- 
dition, it may be adequate as a measure of 
investment worth for companies with a 
high outside cost of capital and severely 
limited internal cash-generating ability in 
—. with the volume of highly 
profitable internal investment opportuni- 
ties. If a shortage of funds forces the com- 
pany to accept only proposals which prom- 
ise a payback period after taxes of two 
years or less, the use of a more refined 
measure might not affect the list of ac- 
cepted projects. 

It also can be useful for appraising risky 
investments where the rate of capital wast- 
age is particularly hard to predict. Since 
payback weights near-year earnings heav- 
ily and distant earnings not at all, it con- 
tains a sort of built-in hedge against the 
possibility of a short economic life. 

For most corporations, however, pay- 
back is an inadequate measure of invest- 
ment worth. It is a cash concept, designed 
to answer the single question of how soon 
the cash outlay can be returned to the 
company’s treasury. As such it fails in 
three important respects to provide a satis- 
factory yardstick for appraising all the 
profit-producing investments of a firm: 


1. Payback tends to overweight the im- 
portance of liquidity as a goal of the 
capital-expenditure program. No firm 
can ignore needed liquidity. But most 
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can achieve it by means that are more 
direct and less costly than sacrificin 
profits by allowing payback to govern 
the selection of capital projects. 

2. It ignores capital wastage. By confining 
analysis to the project’s gross earnings 
(before depreciation) it takes no cog. 
nizance of its probable economic life. 

3. It fails to consider the earnings of a 
project after the initial outlay has been 


paid back. By concentrating on liquid. | 


ity, it ignores the vital matter of what 


the life pattern of the earnings will be, | 


Up to the end of the payback period 
the company has just got its bait back, 
How much longer the earnings will 
last is what determines the profitability 
of the investment. A three-year pay- 
back project may yield a 30% return 
on average investment if it has a long 
life, but only 12% if its life is four 
years, and no return at all if just three 
years. 


On balance then, payback period does 
not stack up with the requirements of a 
good yardstick: 


1. It is not accurate: it does not measure 
the true productivity of capital. 

2. It is not inclusive: it foregoes the fu- 
ture by ignoring the duration of the 
earnings stream. 

3. It is imperfectly realistic: though con- 
fined to cash, it ignores taxes and ig- 
nores lifetime earnings. 

4. It is not versatile: comparisons of proj- 
ects which have rising earnings with 
those of declining earnings are ex- 
tremely misleading. 

5. It cannot reflect betting odds: it per- 
mits no allowance for differences in the 
chances of getting a particular year's 
income or savings. 

6. It passes the simplicity test with flying 
colors. 

7. It fails its screening test: though a min- 
imum pay-out period can be specified 
by ukase, it cannot be backed up logi- 
cally or objectively. 


LEVEL BOOK 
RATE-OF-RETURN YARDSTICK 

Some type of rate-of-return yardstick is 
distinctly superior to payback in that it 
takes explicit account of capital wastage, 
i.e., the gradual loss of economic value 
over a period of time. It thus measures 
capital productivity by earnings over the 
whole life of the investment and permits 
rate-of-return rationing which will direct 
the flow of funds to their most profitable 
use by comparison with a relevant stand- 
ard of acceptable profitability, namely, 
cost of capital. 

Two types of rate of return can be dis- 
tinguished: 

Level book 

Discounted cash flow. 


The level book rate of return has the 
disturbing characteristic of having a host 
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of variants. These depend upon how earn- 
ings are defined and how investment is 
measured. To use this yardstick meaning- 
fully a number of questions must be an- 
swered in a rigorously uniform method 
throughout the company. Some of these 
questions are: 


1. Should the investment include ex- 
pensed outlay? 

2. Should the investment be deflated for 
taxes? 

3. Is the investment the beginning amount 
or the average amount of capital tied 
up? 

4. Should earnings be gross or net of de- 
preciation? 

5. Should earnings be before or after in- 
come taxes? 


Unless these questions are answered in 
a rigorously uniform manner throughout 
the organization for all projects, the level- 
book method does not produce rates of re- 
turn that are comparable among projects. 
If the answers are not uniform a wide 
scatter of rates of return for the same 
project is obtained by the level-book 
method. 

Although this book-return’ yardstick 
scores higher than does either postpona- 
bility or payback period, it does not do 
brilliantly in meeting the requirements of 
a good yardstick: 


1. In accuracy it is only fair. 

2. In inclusiveness it is deficient in not 
taking account of the time shape of 
either earnings or investments. 

3. In realism it fails by not being con- 
fined to cash and not adequately re- 
flecting taxes. 

4. In versatility it comes off badly. 

5. It can not reflect betting odds easily be- 
cause it does not deal separately with 
each year. 

6. In simplicity it is triumphant provided 
that ukases on interpretation are com- 
prehensive and are obeyed. 

7. In screenability it is quite acceptable 
though not quite perfect. 


DISCOUNTED-CASH-FLOW 
RATE OF RETURN 

The discounted-cash-flow method gives 
a new approach to measuring the produc- 
tivity of capital and measuring the cost of 
capital. In the last ten years I have seen 
its use in industrial capital budgeting 
grow rapidly. But it is the application that 
is new, not the principle. Discounting has 
long been used in the financial community 
where accuracy and realism are indispen- 
sable. 

The essential contributions of the dis- 
counted-cash-flow method to top-manage- 
ment thinking are these: 


1, An explicit recognition that time has 
economic values; hence that near 
money is more valuable than distant 
money. 


CAPITAL EQUIPMENT EXPORTS 


The trend of U. S. capital equipment exports during the 
decade, 1947-56, has reflected the changing postwar posi- 
tion of this country in international economy, according to 
a study by the Machinery and Allied Products Institute. 

Three developments are of particular interest: 

First, the actual physical volume of annual exports was 
not appreciably higher in 1956 than it was ten years earlier 
notwithstanding the large increase that has taken place in 
the dollar volume of such exports. There was, however, 
considerable variation in the years between the terminal 


points chosen for the study. 


Second, there has been a shift in the geographical distri- 
bution of U. S. exports in that the importance of the Euro- 
pean and South American markets has declined while the 
larger proportion of exports has gone to Canada. 

Third, the composition of U. S. capital equipment ex- 
ports to world markets has undergone significant change in 
that industrial machinery has increased its share of total 
equipment exports from the U. S. during the decade from 


49 per cent to 59 per cent. 


2. A recognition that cash flows are what 
matter; hence capitalization policy and 
the resulting book costs are irrelevant 
for capital decisions except as they af- 
fect taxes. 

3. A recognition that income taxes have 
such an important effect upon cash 
flows that they must be explicitly fig- 
ured into project worth. 


Mechanics of Method 

The discounted-cash-flow method has 
two computational variants: 

The first is a rate-of-return computation 
which consists essentially of finding the 
interest rate that discounts gross future 
earnings of a project down to a present 
value equal to the project cost. This in- 
terest rate is the rate of return on that in- 
vestment. 

The second is a present-value computa- 
tion which discounts gross future earnings 
of all projects at the same rate of interest. 
This rate of interest is the company’s min- 
imum acceptable rate of return. This 
should, I think, be based upon the com- 
pany’s cost of capital. Risk should be re- 
flected either (a) by deflating project 
earnings or (b) by adjusting the cut-off 
rate for projects of different categories of 
risk. The resulting present value is then 
compared with the project cost. If the 
present value exceeds it the project is ac- 
ceptable. If it falls below it is rejected. In 
addition, projects can, by this variant, be 
ranked by various kinds of profitability in- 
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dexes which reflect the amount or ratio of 
excess of present value over project cost. 

Both variants of the discounted-cash- 
flow approach require a timetable of after- 
tax cash flows of investment and of gross 
earnings which cover the entire economic 
life of the project. In practice the time- 
table can be simplified by grouping years 
in blocks. For projects for which invest- 
ment is substantially instantaneous and 
gross earnings are level, simple computa- 
tional charts and tables can be used to esti- 
mate the discounted-cash-flow rate of re- 
turn directly from estimated economic life 
and after-tax payback. For projects with 
rising- or declining-earnings streams, this 
conversion is more complex. 


Limitations of Discounted Cash Flow 

Both variants of the discounted-cash- 
flow approach have certain limitations. Be- 
cause the approach is new in this applica- 
tion, its use requires persuasion and edu- 
cation. Moreover, it initially appears to be 
complex. But this appearance is decep- 
tive; once the basic method is understood 
it is actually simpler and quicker to use 
than the level-book method. Another de- 
terrent to its use is the fact that it does not 
correspond precisely to accounting con- 
cepts about recording of costs and reven- 
ues. Consequently, special analysis is 
needed for “post-mortem” audits of earn- 
ings on past investments. 

(Continued on page 86) 
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Financial Management 


in a Changing Economy 


Dudley E. Browne 


Mr. Browne served as a keynote speaker at the 1957 
Seminar for Bankers and Certified Public Accountants, 
sponsored by the Robert Morris Associates and the Los 
Angeles Chapter of the California Society of Certified Pub- 
lic Accountants. Mr. Browne’s talk preceded a number of 
two-hour buzz sessions and it was necessary for the keynote 
speaker to serve as a “‘provocateur’”’ to stimulate the buzz 
sessions. Accordingly, Mr. Browne had to set the stage by 
reviewing what had been said on the subject by others be- 


fore expressing his own opinions. 


EMBERS of several different profes- 
M sions have a mutual interest in the 
subject of financial management. The key 
to the mutuality of interest is found in 
our common concern over the adequacy of 
financial reporting as we today know it. 
Management has the responsibility for 
preparation of the financial statements; 
the certified public accountant the respon- 
sibility of certifying to the adequacy of 
these statements; and, finally, the banker, 
faced with the request of extension of 
credit by management, has the task of 
choosing the extent to which we can rely 
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upon this dual product of management 
and the certified public accountant. 

It should be noted that we are not alone 
in our concern. Others have different de- 
grees and permutations of professional, 
academic and self interest, as they repre- 
sent various economic, labor and govern- 
mental groups. They here, however, are 
not of major concern to us. 

My purpose here is to outline some of 
the current financial problems and then to 
briefly suggest how financial management 
might view these matters. 
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Current financial problems with 
suggestions as to how financial 
management might view them 


MARQUIS G. EATON 
ON FINANCIAL REPORTING 

On the matter of financial reporting, | 
think it might be well for me to summa- 
rize the address made by Marquis G. 
Eaton, the 47th and immediate past presi- 
dent of the American Institute of Certified 
Public Accountants before the Illinois So- 
ciety of Certified Public Accountants in 
June 1957 upon the subject of ‘Financial 
Reporting in a Changing Society.” I do 
this particularly because Mr. Eaton’s ad- 
dress has been widely read in professional 
accounting circles and therefore, if we 
are to start together on an equal footing, 
we should have equal awareness of the 
import of Mr. Eaton’s address. 

Mr. Eaton commenced his address with 
the observation that the adhesive which 
bound our economy together was our sys- 
tem of financial reporting without which 
we would have inadequate information 
about business operations, thereby lessen- 
ing the chance of intelligent decisions and 
that such would lead to the falling apart 
of our economy. 


Profit Determination 

He described the major concern of fi- 
nancial reporting as profit determination 
which has significant influence on im- 
portant decisions in the following areas: 


. Whether to buy or sell securities; 
. Corporate dividend policy ; 
. Whether to reinvest earnings in 
expansion of production facilities; 
4. The levying of taxes based upon 
income ; 
5. In fixing the rates, ie., prices, of 
regulated industries ; 
6. In price determinations of unregu- 
lated business ; 
7. In granting long-term credit; 
8. In collective bargaining; 
9. In calculating national income and 
gross national product; and 
. In fixing various kinds of property 
rights between parties. 


Wn 


(Continued on page 70) 
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If you can imagine an Automatic 
Office, Friden can deliver it now! 
That’s the authentic, down-to- 
earth miracle Friden builds into 
machines that write, read and cal- 
culate with punched paper tape! 
To benefit by this miracle, your 
mind must open to radical change 
—from familiar, standard methods 
of handling paperwork to auto- 
: matic systemizing by Tape-Talk. 
Friden promises this: In exact 
proportion to the degree of office 


Joonr® Odd-Pumch® 
: Automatic code tape 
adding-listing machine 


Automatic tape 
billing department in one desk 
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Automatic tape 
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automation you wish to achieve, 
Friden Tape-Talk machines will (1) 
Eliminate need for manual move- 
ments and operator decisions; (2) 
Increase work volume output with- 
out increasing payroll costs or over- 
time; (3) End primary and com- 
pounded errors normally occurring 
in data recopying. 
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write Friden, Inc., San Leandro, 
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This list is demonstrative of public con- 
cern. With this widespread interest, he 
noted that our methods of determining 
profits were in the process of evolution 
and that there was a great deal of misun- 
derstanding of what accounting is, what 
it can do and what it cannot do. 

Mr. Eaton observed that with such con- 
fusion, which could lead to erroneous de- 
cisions, the question of determination of 
profits needed more consideration than it 
had been accorded, not only by the pro- 
fessional accountant but by business man- 
agement, government agencies, investors, 
bankers, labor unions, economists, finan- 
cial analysts, financial editors and every- 
one else concerned with the measurement 
and distribution of business profits. 


“Generally Accepted 
Accounting Principles” 

He noted that profits for general pur- 
poses as opposed to specific tax or regu- 
latory functions were determined in con- 
formity with “generally accepted account- 
ing principles.” These accounting princi- 
ples are far from being a clearly defined 
set of rules which will insure the identical 
accounting treatment of the same kind of 
transaction in every case in which it oc- 
curs. On the contrary, generally accepted 
accounting principles are broad concepts, 
evolving from the actual practices of 
business enterprises and reflected in the 
literature of the accounting profession. 

He observed that accountants well 
knew that in some areas there are equally 
accepted accounting principles or proce- 
dures for the accounting treatment of 
identical items, one of which might re- 
sult in an amount of net income reported 
in any one year widely different from the 


amount an alternative procedure might 
produce. There are equally sound reasons 
tor these divergences and no sound rea- 
sons have appeared to justify insistence 
on only one method. 

Despite these differences, Mr. Eaton 
stated that the clause in the accountant’s 
opinion to the effect that these principles 
have been “applied on a basis consistent 
with that of the preceding year’ provided 
assurance that the statements of a single 
company for a series of years could be 
compared without fear of year-to-year 
changes in the rules. 


Comparability of Financial Reports 

Mr. Eaton pointed out the continuing 
demand for comparability of financial 
statements and said that much of such 
was based on a wish for unattainable 
certainty in man’s financial affairs and on 
a desire that the extremely complicated 
elements reflected in financial statements 
be made simple of understanding, even 
by the uninformed. In any event, he went 
on, the question of whether comparabil- 
ity of financial reports among companies 
and industries is the ultimate objective— 
and whether it is attainable—is funda- 
mental to our problem. 


Accounting Assumptions 

Mr. Eaton continued by stating that 
any technique of methodical measurement 
must be based upon assumptions, even if 
tentative. Those of most concern today 
were the accounting postulates of : 


1. Using the monetary unit of the dol- 
lar as a common denominator ; 

2. Considering the corporation (or en- 
tity) as a permanent institution ; 


PARKINSON’S LAW 


The Economist (London) presented a new basic economic 
rule called Parkinson’s Law which says that British govern- 
ment employes multiply by about five per cent a year even 
though their total work output does not increase in propor- 
tion. A recent issue of the monthly letter of the First Na- 
tional City Bank of New York up dated Parkinson’s Law 
and applied it to the steady increase of U. S. government 


workers. 


Between 1900 and 1950 the total labor force rose about 
125 per cent while the number of government employes 
increased almost 500 per cent. Today, one employe out of 
every eight works for the federal, state or local governments 
compared with only one out of 25 in 1900. The bank letter 
notes that if ‘these trends are projected into the future, one 
finds that in the year 2069 we will all be working for the 


Government.” 
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3. A completed transaction as the basis 
for recording profit or loss. 


He stated that these postulates were 
used, not because they were true, but be. 
cause they were necessary, and cited 
George O. May’s description of them to 
the effect that “they would be indefen- 
sible if they were not indispensable.” 

Mr. Eaton said that no one can under. 
stand the significance of “generally ac. 
cepted accounting principles’ without 
realizing that, like the common law, they 
develop by the evolutionary. process—and 
that their development will probably 
never be completed. Whatever the level 
of complexity of affairs and the corollary 
development of accounting techniques, he 
noted that as George O. May had said, 
“Accounting can rise no higher on the 
scale of certainty than the events it re- 
flects.” 


AICPA Research Observations 

Mr. Eaton noted the progress in ac- 
counting in recent years and the trend 
toward uniformity, citing the AICPA’s 
contribution in the issuance of research 
bulletins in this regard. 

He cited certain problems of the day— 
discrepancies between income tax and 
general accounting; regulatory body rul- 
ings; complexities of corporate existence; 
and the steady decline in the purchasing 
power of the dollar—as matters requiring 
further study by all concerned. 

Mr. Eaton observed that managements 
have primary responsibility for their own 
financial statements, inasmuch as they are 
representations by the companies them- 
selves. Obviously, he stated, corporate 
management does have and must have a 
responsibility for determining the broad 
objectives and basic assumptions under- 
lying corporate financial reporting. 

He cited the responsibility of the Gov- 
ernment through the SEC in developing 
adequate financial reporting, observing 
that the SEC had relied on professional 
progress to date, but also the possibility 
that, if such progress failed to endure, 
the SEC could regulate the game and that 
it would be a great misfortune for Amer- 
ican business and for the whole economy 
if uniform accounting rules were to be 
prescribed by government fiat. 

He noted the concern of the New York 
Stock Exchange, the American Accounting 
Association and others and the AICPA’s 
determination to continue its efforts to 
lead the way, concluding by calling for 
the assistance of all interested parties. 

Thus, Mr. Eaton evidenced his concern 
over: 


1. How profits were determined ; 

2. Whose responsibility it is to decide 
how profits shall be determined ; 

3. Whether the present methods of de- 
termining profits were satisfactory; 

4. If not, what can be done to improve 
them. 
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THE PROVOCATEUR ON ACCOUNTING 

Now, at this point, if I had any percep- 
tion at all, I should comment that I have 
summarized Mr. Eaton’s address but, on 
the other hand, I have limited myself to 
the field of financial reporting as opposed 
to financial management—given all of 
Eaton and none of Browne—and further 
displayed little personal knowledge, ac- 
quaintance or interest in the subject. On 
the assumption then that the task at this 
point is incomplete, let me carry on. 

What I personally have to say covers 
four areas: First, what there is in our 
changing society that now causes these 
problems ; second, what these problems 
appear to be; third, why they persist ; and 
fourth and finally, what to do about it. 


Our Changing Ways in Business 

As to the first, with respect to what 
there is in our changing society today that 
causes these problems, whether in the 
field of financial management or report- 
ing, I think we can agree that since time 
immemorial, change has been the perpet- 
ual characteristic of our society. It has 
been dynamic as opposed to static. 

If so, then why the concern now ? 


Application of Capital 

To my mind, the greatest factor which 
has led to our concern today has been the 
ever-increasing use of capital which has 
in turn led to separation of management 
and ownership, labor and management, 
reliance on debt-financing, and heighten- 
ing of public concern over corporate con- 
duct. Not only have we by this process 
multiplied the number of those con- 
cerned with our business process, but we 
have also greatly increased the area of 
forecasting, guessing or what-have-you in 
the accounting process of assigning such 
capital costs to product or period, to 
specific periods, in the reliance upon our 
accounting concepts of a going concern 
and in our dependency upon the dollar 
as a homogenous unit of measurement. 
Our problems today then are not those of 
the smali entrepreneur, the corner drug- 
gist, but those businesses where an ever- 
increasing application of capital is evi- 
dent. 

What are the accounting problems 
which are caused by ever-larger applica- 
tion of capital ? 

They seem to cover the field. 


Costing Problems 

Increasing capital application to the 
productive process leads to more and 
more automation and erosion of our cost- 
ing procedures for identification of direct 
and indirect costs. 

If automation leads to less and less 
productive or direct labor, how are we to 
associate production costs with physical 
output ? 

And does not this ever-increasing ap- 
plication of capital portend an ever-in- 











“Well, naturally, it’s the same thing you had for lunch!” 


creasing amount of fixed as opposed to 
variable costs? 

And does this not mean a heightening 
of concern over the validity of inventoried 
production costs if their content is more 
fixed than variable, and hence more de- 
pendent upon volume? 

Are we to move closer to direct costing 
—or away? 

Will our increasing indirect costs- 
preponderantly fixed in nature—lead to a 
greater assignment thereof to period as 
opposed to product or inventoried costs? 

Certainly, increased application of capi- 
tal to our businesses will increase our con- 
cern over costs which are assigned to fu- 
ture periods for recovery. 

How accurate are our estimates of use- 
ful life? 

How valid are our assumptions of go- 
ing concerns?And, are we to content our- 
selves with recovery of only original costs 
as opposed to reproduction costs in face 
of continuing debasement of the purchas- 
ing power of our monetary unit? 


Return on Investment Problems 

Our increasing application of capital 
has sharpened our concern over return on 
investment, commonly known as ROI, as 
a Management process for improving our 
ability to select between alternate in- 
vestment opportunities. Any attempt to 
develop return on investments on a dis- 
counted cash flow basis—that of recog- 
nizing the effect of time upon an ex- 
penditure and receipt of each—from our 
current records based upon accrual ac- 
counting certainly indicates we have much 
to learn and a great area for improvement 
of our recording mechanism. 

And, what aid are we giving to the at- 
tainment of an equitable division of re- 
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turn as between labor and capital ? 

W hat is labor productivity? 

How do we measure it? 

These are some of the major areas de- 
serving review in light of the prospect of 
ever-increasing application of capital to 
the business venture. 


The Why of It 

W hy is it these problems persist? 

I should like to suggest that it is be- 
cause we have worshipped the desire to 
attain uniformity and consistency, and 
hence to heighten comparability! If ac- 
counting is a social science concerned with 
measurement of a dynamic society—what 
false gods are uniformity and consistency! 

Take uniformity. Today, managerial ac- 
counting is concerned with accomplish- 
ment of objectives by individual organ- 
ization units or profit centers. 

Are not objectives variant among dif- 
ferent companies? 

Are not organization alignments dif- 
ferent? 

And are not the managerial people 
available to staff ideal organization align- 
ments different as between companies? 

How can accounting make uniform that 
which is not? 

Why should it? 

W hat is uniformity but mediocrity? 

And what about consistency as a goal 
of a science concerned with the measure- 
ment of a changing society? 

How valid is this as an objective of ac- 
counting £ 

What is consistency other 
retention of outmoded concepts? 

Yes, I know that consistency in the ac- 
counting sense does not require us to be 
consistently bad and to resist all change. I 

(Continued on page 89) 
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Planning New Plant Location 


and Construction 


Robert A. Fratus 


T THE PRESENT TIME, Kaiser Alumi- 
A num is entering the final stages of 
construction of its Ravenswood Works in 
West Virginia. As it has now evolved, 
this site contains an aluminum reduction 
plant, a fully integrated sheet-rolling mill, 
and a complete foil-rolling facility. The 
total capital cost will be more than $200 
million for the currently planned facili- 
ties. This project has been under serious 
consideration for more than five years and 
we will use it as an illustration of some of 
the more important factors to be consid- 
ered in locating and constructing a new 
plant. 


THE NEED FOR GREATER CAPACITY 
As early as 1950 it was recognized 
that in order to increase our share of a 
growing market for sheet products, it 
would be necessary to increase and diver- 
sify our rolling capacity. During periods 
of peak demand our sheet mill at Spokane 
lacked the finishing or cold-rolling ca- 
pacity required to provide prompt cus- 
tomer service on all orders booked. Fur- 
thermore, certain applications, which were 





ROBERT A. FRATUS, a graduate of the University of Cali- 
fornia with a B.S. degree in accounting and economics, 
is manager of the Analysis and Planning Department of 
Kaiser Aluminum & Chemical Sales, Inc., Oakland, Calif. 
He and his department are responsible for research and 
planning in connection with the evaluation of major ex- 
pansion plans, changes in company policy and methods of 
operation, assistance in the planning of proposals for 
expenditure of capital funds as well as for the coordi- 
nation of the operation of an integrated budget program. 
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becoming more important in volume, re- 
quired finishes and sizes which we could 
provide only by using equipment designed 
for lower-volume specialty products. These 
problems were not critical at that time, 
but the indications were there for the 
future. 

The first action was to establish a spe- 
cial engineering group to study the vari- 
ous types of equipment that would be re- 
a to increase capacity regardless of 
uture location. These engineers reviewed 
the mill records on alloy, width, thickness, 
temper, order sizes and special-finish 
requirements to determine the most eco- 
nomical ingot sizes, gauge reductions, 
rolling speeds and rolling and finishing 
procedures. Their primary job was to de- 
sign improved equipment that would be 
faster, employ more automatic controls 
and produce a higher quality product. 
This work was started many months in 
advance of any study of location and be- 
fore attempting any definition of the 
amount of capacity needed or the time 
when it should be operating. 

This early decision has several implica- 
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A case history of a new 
Kaiser Aluminum plant 


tions: First, the size of this engineering 
study group could be held at a lower 
level than would be possible in a “‘crash” 
program and therefore most of the key 
members could be drawn from operating 
departments which resulted in obvious ad- 
vantages; second, there was time to check 
the hundreds of design improvements 
with those who were currently operating 
similar equipment and who would be op- 
erating the new equipment; finally, it was 
good insurance. that equipment design 
would not later create construction sched- 
uling problems. 


DISCUSSING A LOCATION 

Initial discussions about the location of 
the new capacity involved a decision on 
further expansion of the Spokane rolling 
mill. It is common practice in rolling-mill 
construction to provide an initial excess 
of capacity in the primary breakdown 
mills, or ‘the hot line’ as it is usually re- 
ferred to. This is done because it is the 
most expensive equipment in a mill from 
the standpoint of initial cost and the in- 
cremental cost of additional capacity in 
this equipment is very low compared to 
the practically prohibitive cost of attempt- 
ing to add hot-line capacity at a later date. 
In contrast, finishing equipment can be 
added in comparatively small increments 
as the need arises. For this reason it was 
estimated that we could increase our fin- 
ishing capacity at Spokane by about 50 
per cent at a cost that would be about 
one third of the cost of the same amount 
of capacity at a new location. 

In deciding specifically where our 
planned eastern sheet mill should be lo- 
cated, our primary consideration was the 
geographical distribution of the sheet 
market. Computations based on market 
research studies indicated that a point 
near Pittsburgh was the weighted center 
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of the eastern sheet market, and a plant 
located near here would have the shortest 
average haul to the largest market centers. 
In addition, it developed that a plant lo- 
cated in this region would have a com- 
etitive advantage, from the standpoint of 
delivery time, over each of the major 
Jants of our competitors. For these rea- 
sons and also because of the importance 
of the transportation cost of inbound raw 
materials, an Ohio River site was indi- 
cated. 

At this point we were able to take ad- 
vantage of some earlier studies which 
were made in connection with the location 
of a primary aluminum-reduction plant 
and some preliminary investigations which 
had been made on plant sites along the 
Ohio River from Cairo, Illinois, to Pitts- 
burgh, Pennsylvania, because of the abun- 
dance of coal in this region. In the search 
for sheet-mill plant sites, contacts were 
made with various railroads, public utili- 
ties and Chambers of Commerce. All 
these discussions were on a confidential 
basis to avoid an inflation in the land 
prices. The interest of these bodies in lo- 
cating a new plant in their area worked 
to our mutual advantage. As a result of 
these contacts, more than 60 plant sites 
were offered as possibilities. 

The company had obtained Ohio River 
flood plain charts from the Army engi- 
neers and used these charts to check the 
size of the property, the flood levels and 
the general adaptability of the terrain to 
construction. As a result, the list of possi- 
bilities decreased to 40 sites. 

From the descriptive material obtained 
from the railroads, utilities and Chambers 
of Commerce and from visits to the sites 
by company personnel, a report was de- 
veloped in which each of the 40 sites 
was graded as to its important charac- 
teristics. This report was reviewed by 
management and the list was narrowed to 
three sites in three different states. 


FACTORS IN WEIGHING A DECISION 

From this point, the review was made 
in much greater detail to weigh the three 
locations for: market factors, labor sup- 
ply, community factors, transportation 
cost, delivery time, utilities, site character- 
istics and cost, estimates of the effect of 
soil, terrain, flood and drainage conditions 
on construction cost, state and local taxes, 
effect on the percentage of the certificate 
of necessity, and finally, the availability 
of coal if, at a later date, it was decided 
to build a primary reduction plant. When 
the final decision was made in favor of 
the Ravenswood site, the actual negotia- 
tions for options were handled through 
the Industrial Development Departments 
of the railroads and local bank representa- 
tives to avoid disclosure of the company’s 
interest until all the property was op- 
tioned. 


PLANT DESIGN ENTERS THE PLANS 
During the time that eastern sites were 





THE EXPANDING GOVERNMENT 


New policies on the construction of housing for federal 
personnel, which take account of recent national trends 
toward larger families and recognize satisfactory housing at 
a reasonable rental as a factor in making government em- 
ployment more attractive, have been announced by the 
Bureau of the Budget. The new regulations provide that, in 
certain cases, housing may include space for recreation 
purposes, fireplaces if they are a definite advantage to com- 
fort, and air conditioning where necessary. 


being investigated, the engineering design 
work had been intensified. Prior to any 
decision on the amount of capacity to be 
installed initially, a plant design was de- 
veloped that would provide for an even- 
tual doubling of the company’s sheet-pro- 
duction capacity. The reason for designing 
this large plant was to make certain that 
any smaller-scale plant built to meet early 
market requirements would not create fu- 
ture expansion problems with attendant 
production curtailment and higher con- 
struction costs. 

The decision was made, in late 1954, to 
start construction of this first part of the 
mill in order to meet current service re- 
quirements. This first step is a reroll mill, 
which means that its raw material, a 
heavy-gauge coil stock, comes from the 
integrated mill at Spokane. This reroll 
mill provides additional finishing capacity 
by rolling to final gauge and finishing to 
order. It also accomplishes the main pur- 
pose of providing quick customer delivery 
because of proximity to the market and 
because of the semifinished state of the 
raw material used. 

The second step of the milk was started 
much earlier than originally anticipated 
in order to meet a growing demand for 
sheet products which appeared in 1955. 
Operations will start early in 1958 and 
Ravenswood will then be a fully inte- 
grated mill using primary metal and mill 
scrap as its raw material. The additional 
shops, shipping bays and finishing bays 
fit in without requiring changes in the 
first step of the mill, which remains intact 
as a producing unit. 

In the third step, at some future date, 
we expect to add a slabbing mill and re- 
heat furnaces and to extend the remelt 
furnaces, soaking pits, sheet-finishing and 
shipping bays. This will not complete the 
potential capacity of the hot line and the 
third-step additions can be repeated again 
without changing the work flow or in- 
terrupting production. 
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TEST-OPERATED PROTOTYPES 

With the rapid upsurge of demand for 
aluminum in 1955 (increased by one 
third over 1954), Kaiser Aluminum again 
decided to increase its production capacity 
of primary aluminum. In this case, how- 
ever, compared to the sheet mill a few 
significant differences of approach can be 
noted. In addition to early engineering 
design of equipment, the company actu- 
ally built and test-operated prototypes of 
radically new reduction cells. The reason 
for this testing is that a good-sized plant 
contains almost 1200 of these individual 
units, in contrast with the comparatively 
few major units of rolling equipment. 
Furthermore, the state of the art is not 
so advanced in the relatively new electro- 
chemical process of smelting aluminum 
as in the art of rolling metal. Design 
changes are therefore extremely critical 
and are thoroughly tested, in practice, re- 
gardless of the theoretical promise or even 
the encouraging results of pilot-plant 
tests. 

Another difference was in the emphasis 
placed on power and raw-material trans- 
portation costs as compared to the market 
and capacity-service emphasis in the case 
of the sheet mill. One of the most impor- 
tant factors in the decision to locate the 
reduction plant at Ravenswood also was 
the availability of a long-term contract 
for power at low rates backed up by a 
substantial coal reserve. 


IMPACT OF A PLANT 
ON A COMMUNITY 

Before concluding, I believe you will be 
interested in the impact that the location 
of a plant of this size can have on a small 
community. At the time the company an- 
nounced the location of the new mill, the 
town of Ravenswood had a population of 
1200. The first step in our sheet-mill op- 
eration employs 500 persons and it is 
estimated that our employment at this 

(Continued on page 89) 
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Government Employment 


Employment in federal agencies took one of the sharpest 
drops in October 1957 of any month since the Korean hos- 
tilities. The heaviest cuts came in the Defense Department 
while the Department of Agriculture led the civilian agen- 
cies. Total federal employment at the end of October 1957 
was 2.3 million compared with the high mark of the year 
so far of 2.4 million in August 1957. Defense officials said 
most job reductions were made by not filling vacancies, by 
consolidating jobs, and closing down plants and bases. 


Stockpile Supplies 

The national stockpile of critical materials is more than 
91 per cent full, according to the Office of Defense Mobi- 
lization. Current stockpile goals provide for a three-year sup- 
ply of critical materials whereas a previous policy was to buy 
materials to meet five years of emergency needs. 


The Paternal Government 

A state penitentiary and 66 big farm owners received at 
least $50,000 apiece for not growing cotton, wheat, and 
rice in 1957. The Department of Agriculture paid $5.3 mil- 
lion for 173,179 acres put into the acreage reserve of the soil 
bank. 


Federal Lending 

Lending and loan-insuring by federal and federally spon- 
sored agencies reached a cumulative total of $138.7 billion 
from 1907 through 1953, according to the National Bureau 
of Economic Research. Roughly, $75 billion of the total con- 
sisted of direct loans, made to farmers and business firms, 
while some $60 billion represented government insurance 
for guaranty of loans by private financial institutions, mainly 
to home owners. 


Government Spending 

Defense Department officials predict that defense orders 
in 1958 will total about $23 billion, or almost 50 per cent 
more than in 1957. 


"WOC"s Eliminated 

The Commerce Department has eliminated private indus- 
try executives serving without compensation from the top 
job in all 24 of its industry divisions. 
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Working Capital 

U. S. corporations pushed their net working capital to 
record $107.7 billion at the close of the third quarter of 
1957, according to a survey by the Securities and Exchange 
Commission. The advance put the working capital total 
$700 million above that of the previous quarter and about 
$4.3 billion higher than the third quarter of 1956. The 
SEC reported that a $4.3 billion rise in current assets more 
than offset a $3.6 billion climb in current liabilities to ac- 
count for the third-quarter increase. 


Anti-Recession Campaign 

The FHA has announced two steps to make home buying 
easier. FHA home buyers will no longer be required to pay 
closing costs of a new home in cash, and the maximum al- 
lowable discounts on FHA-insured mortgages are being in- 
creased in areas where mortgage funds are still scarce. 


Income Tax 

Lump-sum pension distribution is taxable as ordinary ‘in- 
come, according to the Tax Court. In the particular case 
involved, the taxpayer continued to work for a company 
which took over the assets of his former employer and the 
merged company’s pension trust was kept in effect by the 
survivor even though it had its own retirement plan; five 
years after the reorganization, the taxpayer's plan was termi- 
nated and he was taken in under the other plan. The Tax 
Court said the distribution of the $20,000 lump-sum pay- 
ment from the terminated plan was ordinary income since it 
was not a distribution upon “separation from service.” 


The Expanding Government 

As of August 31, 1957, there were 748,283 American 
military personnel stationed outside the United States, ex- 
cluding territories and possessions. A total of 94,376 civilian 
employes, including 23,011 U.S. citizens, were directly at- 
tached to the military establishment abroad on that date. In 
addition, an unspecified number of locally hired employes 
are working at various installations abroad. 


Federal Payroll 

In November 1957 the federal civilian employment total 
dropped to 2,330,107, the lowest point in at least three 
years. 


Misguided Missives 

January 6, 1958 marked the third time in 81 years that 
the Treasury failed to produce its regular daily statement of 
the Government’s financial position. The data for the state- 
ment were sent to the right bureau, the Government Print- 
ing Office, but to the wrong building of the GPO and, ac- 
cordingly, were not printed. 


The Inconsistent Bureaucracy 
The Veterans Administration has announced a new book- 
let on federal benefits which are available to veterans and 
their dependents. The booklet, which lists the free benefits, 
is not itself free—it costs 15 cents. 
—BENJAMIN R. MAKELA 


















“Our Annual Report is one of the most important tools in our 
stockholder relations program. That’s why we always have it printed 


by Pandick Press. You can always depend on them to develop our 
ideas with good taste and with accuracy in every detail.” 


22 THAMES ST., NEW YORK 


Pandick Dyess, Inc. 71 CLINTON ST., NEWARK, N. J. 


LEADERS IN FINANCIAL PRINTING SINCE 1923 








Federal Tax Committee Submits 
Recommendations for Revisions in 1954 Code 


ECOMMENDATIONS covering 24 sepa- 
R rate areas of the Internal Revenue 
Code of 1954 were submitted to the 
House Committee on Ways and Means 
by the National Committee on Federal 
Taxation of Controllers Institute of 
America. The 24-page printed booklet, 
submitted in late December 1957, re- 
flected considerable effort on the part of 
Institute members. On October 22, 1957, 
Institute members were asked for sugges- 
tions concerning recommendations; the 
responses were reviewed by the Institute’s 
Committee on Federal Taxation at a meet- 
ing in mid-November and assignments 
were made to various committee members 
to draft recommendations setting forth 
the suggestions which had broad applica- 
tion and which were representative of 
common problems rather than the prob- 
lems of special-interest groups. In late 
November, a rough draft of the proposed 
recommendations to be submitted was 
sent to all Committee members with a re- 
quest for comments or suggestions. In 
mid-December, the Committee again met 
to discuss comments received and each 
proposal was discussed in detail. 

The Committee has been functioning 
under the direction of Chairman G. L. 
Phillippe, comptroller, General Electric 
Company, New York, and Vice Chairman 
Robert J. Landolt, vice president and con- 
troller, the Girdler Co., Louisville, Ken- 
tucky. 

In presenting its recommendations, the 
Federal Taxation Committee traced the 
legislative history of many parts of the 
Code and pointed out ambiguities and 
inconsistencies which had appeared. In 
addition, the report analyzed many items 
in the proposed Technical Amendment 
Act of 1957 and related those provisions 
to the appropriate parts of the Code. 

The Committee urged that any efforts 
to extend the principle of corporate rate 
graduation in whatever form be firmly 
resisted. In the area of consolidated re- 
turns, the Committee repeated its protest 
against double taxation of intercompany 
profits on the breaking of consolidation 
and stated that mine exploration expenses 
should be allowed for each taxpayer in 
the group; the Committee also stated its 
belief that it is not sound policy to re- 
quire the continued filing of consolidated 
returns in any case and the regulations or 
the statute should be amended to grant 
the right of an annual election to con- 
solidate or not to consolidate. The Com- 


mittee also noted that Section 1552 of the 
Code should be modified to permit alloca- 
tion of consolidated income taxes in ac- 
cordance with any equitable practice con- 
sistently followed by an affiliated group. 

In the areas of intercorporate dividends 
and corporate distributions and adjust- 
ments, the Committee called attention to 
the President’s Message of January 1954 
and recommended that the corporate de- 
duction for dividends received be raised 
from its present 85% level to 100% in 





TAX COMMITTEE CHAIRMAN 








GERALD L. PHILLIPPE 
Comptroller 
General Electric Company 





three annual steps; the Committee also 
stated that the further limitation of Sec- 
tion 246(b) limiting the deduction to 
85% of taxable income should be re- 
moved both as a matter of principle and 
because of the absurd consequences of 
its interaction with Section 172. Many 
separate recommendations were made con- 
cerning corporate distributions and ad- 
justments and they included the statement 
that there should be a catch-all provision 
in Section 381 of the Code for items 
which should be considered tax-free trans- 
actions. 

In discussing the question of loss on 
investments in affiliates, the Committee 
traced the 80% requirement of Section 
165(g)(3) and recommended that this 
section be amended so as to require own- 
ership of no more than 25% of the stock 
of the issuing corporation. The Commit- 
tee pointed out two serious defects in 
Section 248 of the Code relating to or- 
ganizational expenses and noted that these 
provisions should cover reorganization ex- 
penses and stock-issuance expenses when- 
ever incurred. 
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The Committee pointed out that the 
proper functioning of the LIFO inventory 
method breaks down when replacement 
in the taxable year through normal chan- 
nels of distribution is rendered difficult 
or impossible by abnormal circumstances 
over which the taxpayer has no control, 
To correct this, it was suggested that a 
permanent provision be required to take 
care of such situations so that involuntary 
liquidation relief should be available to 
any taxpayer whose failure to replace 
inventory is beyond reasonable control, 
The Committee also urged that the tax 
depreciation law should fully recognize 
the increasing importance of obsolescence 
and should permit flexibility of method 
and rate in order to meet the varying con- 
ditions of each taxpayer's business; it 
urged that a taxpayer be permitted to shift 
methods or rates as his conditions require 
and that he be allowed the automatic right 
to shift from any of the methods under 
Section 167(b)(2), (3) or (4) to the 
straight-line method or to any method un- 
der Section 167(a). 

The Institute’s Committee, in discuss- 
ing capital gains and losses, stated that 
taxpayers should be allowed deduction 
for excess of net long-term capital losses 
over net short-term capital gains in the 
year incurred, with tax benefit limited to 
the rate of tax applicable to the excess of 
net long-term capital gains over net short- 
term capital losses; it also recommended 
that a taxpayer be permitted to deduct an 
ordinary net loss for purposes of the al- 
ternative tax, i.e., that the tax should be 
25% of whichever is the smaller of the 
net long-term capital gain or the taxable 
net income in such cases. 

The Committee recommended that Sec- 
tion 452, relating to the accounting treat- 
ment of unearned income, be restored to 
the 1954 Code and it further suggested 
that H.R. 3104 (85th Congress), with 
minor changes in the bill and one major 
modification in principle, would be an ac- 
ceptable solution to the problem of ef- 
fecting conformity of tax accounting and 
generally accepted accounting with re- 
spect to such important items as product 
warranties and guaranties, discounts, com- 
missions, and vacation pay. Further re- 
lating to vacation pay, the Committee rec- 
ommended that appropriate legislation 
should be enacted to revalidate the prin- 
ciples in effect prior to the enactment of 
Section 462 of the Code relating to ac- 
cruals of vacation pay. 

Concerning the Statute of Limitations, 
the Committee recommended that the 
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three-year period preceding the filing of a 
daim during which the tax must have 
been paid in order to be recoverable 
should be enlarged to include any exten- 
sions of time for filing the return; to this 
end, Section 71 of H.R. 8381, the pro- 
osed Technical Amendments Act of 
1957, accomplishes this result and should 
be enacted. The Committee also recom- 
mended that the Stock-Issuance Tax 
should be made applicable to stock is- 
sued pursuant to a plan of organization 
as defined in Section 368 only to the ex- 
tent that an amount is dedicated to capital 
for the first time by such reorganization. 
In the field of pension/profit-sharing 
lans, the Committee recommended that 
Section 404(a) (5) be modified to provide 
that the employer's contributions shall 
be deductible under this section with re- 
spect to the year in which the payment is 
made to the employe. The Committee 
also urged that the requirements for in- 
tegration of pension/profit-sharing plans 
with Social Security be amended so as to 
preclude entirely the application of the 
integration principle as a requirement for 
ualification. The Committee pointed out 
that Section 1014(d) of the Code has ex- 
ceptions, relating to restricted stock op- 
tions not exercised by the employe before 
his death, which can give rise to an anom- 
alous situation and it urged that H.R. 
9035, which provides for the repeal of 
Section 1014(d) and for inclusion of the 
applicable amount of option value in the 
basis of stock acquired by exercise of the 
restricted stock option, be enacted. Other 
recommendations concerning pension and 
other plans related to affiliated groups. 
Four separate amendments to the Code 
concerning the taxation of income from 
foreign sources were suggested and one 
recommendation was made concerning 
losses, expenses and interest with respect 
to transactions between related taxpayers. 
The Committee expressed the belief 
that annual filing of Form 941 under the 
Federal Insurance Contributions Act 
would be as satisfactory as quarterly filing 
and it suggested ways in which relief 
from double taxation could be obtained. 
Other recommendations of the Insti- 
tute’s National Committee on Federal 
Taxation concern casualty insurance on 
the property of foreign subsidiaries and 
refund interest in mixed refund and de- 
ficiency cases. 


Executive Program 
at University of Colorado 


A two-week executive development 
program, from June 15-28, 1958 will be 
held at the University of Colorado, 
Boulder, Colorado. Subjects covered in 
the program will include managerial eco- 
nomics, communications, personnel and 
labor relations, and financial administra- 
tion, The second part of the program will 
be offered in June 1959. 
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your tab department 


and CUT costs 


A good example is special machine work, we have them all and always 
ready for emergencies. Why should you keep little-used machines and 
the people to run them, on an expensive stand-by basis? You only pay 
one known cost at R & S for actual work done. 


The same thing is true of overloads, we can handle them — in any 


volume. 


Any R & S office can e-x-p-a-n-d your tab department and cut costs 
— we'd like to hear from you. 


RECORDING & STATISTICAL 


eo} dite] 7 wate), | 


NATION-WIDE . SERVICE 


NEW YORK 
BOSTON 
CHICAGO 

SAN FRANCISCO 
MONTREAL 
TORONTO 
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100 SIXTH AVENUE, NEW YORK 13, N. Y. WOrth 6-2700 

566 ATLANTIC AVENUE, BOSTON, MASS. Liberty -2-5365 

223 WEST JACKSON BOULEVARD, CHICAGO 6, ILL. HArrison 7-7357 
560 SACRAMENTO STREET, SAN FRANCISCO 11, CAL. EXbrook 2-434] 
407 McGILL STREET, MONTREAL, CANADA. PLateau 3831 

650 KING STREET, WEST, TORONTO, CANADA. EMpire 4-835] 
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Controllers Midwestern 


HE INDIANAPOLIS CONTROL is spon- 

soring the 1958 Midwestern Regional 
Conference of Controllers Institute sched- 
uled for the French Lick-Sheraton Ho- 
tel, French Lick, Indiana, April 27-29. 
Edward M. Karrmann, treasurer and 
controller, American Life Insurance Com- 
pany, Indianapolis, is general chairman of 
the Conference. 

Subjects to be covered during the three- 
day meeting include ‘Justifying Capital 
Expenditures” and ‘Executive Develop- 
ment.” One of the highlights of the meet- 
ing will be a clinical discussion put on by 
executives of the Radio Corporation of 











Regional Conference 


America entitled “Planning for Profit.” 
Other subjects listed on the program are 
“Executive Training and Compensation” 
and “The Atomic Age.’” Members of the 
faculty of Indiana University will take 
part in the ‘Executive Development’ and 
“Executive Training and Compensation” 
subjects. 

On the lighter side of the program, the 
committee has scheduled an outdoor re- 
ception for Sunday, April 27, followed 
by a buffet dinner with entertainment 
by the ‘Singing Hoosiers and Hoosier 
Queens.” The banquet on Monday, April 
28, will have a nationally known speaker. 
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Cut Clerical 
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Four out of five companies 
like yours have at least one 
clerical operation that can be 
handled most economically 
by today’s push-button 
methods. 

STATISTICAL provides a 
service through which any 
company—large or small— 
can make use of the latest 
punched-card tabulating 
techniques, without investing 
in additional manpower and 























STATISTICAL 


TABULATING CORPORATION 


TABULATING - 


equipment. 

On the other hand, if you have a 
tabulating department, STATISTICAL 
can help you cut costs, too, in hand- 
ling your overloads, conversions or 
special assignments. 

It will pay you to investigate. One 
of our methods engineers will gladly 
call in person to discuss your needs. 


Just write or phone 
3 our nearest office. 


/ 





Established 1933 - Michael R. Notaro, President 
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| NEW YORK—2%0 Broad Street..... WHitehall 3-8383 
ST. LOUIS—411 N. Tenth St........... MAin 1-7777 


NEWARK—National Newark Bldg...MArket 3-7636 
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LOS ANGELES—541 South Spring St..MUtual 8201 
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The program schedule has been arranged 
so that ample opportunities will be avail. 
able for golf and other outdoor sports 
during the afternoons. The ladies’ pro- 
gram will include a tour of the historical 
West Baden Springs and a flower show. 

Assisting Mr. Karrmann in planning 
for the conference are the following: 
Vice Chairman and Finance Committee~ 
Victor C. Seiter, Citizens Gas & Coke 
Utility; Inter-Control Attendance Com. 
mittee—Robert J. Alerding, Insley Man. 
ufacturing Corporation; Ladies Hospital. 
ity—Roy T. Dilley, American Fletcher 
National Bank & Trust Company; Regis. 
tration—Charles H. Hittle, American 
Fletcher National Bank & Trust Com. 
pany; Entertainment—Dale R. Hodges, 
Diamond Chain Company, Inc.; Program 
and Speakers Hospitality—Charles R. 
Israel, Aero Mayflower Transit Company; 
Arrangements and Housing—J. Kurt 
Mahrdt, the Indiana National Bank of 
Indianapolis; Reception—O. J. Nottis, 
Ross Gear & Tool Company; Pxblicity— 
R. E. Westfall, Eli-Lilly International Cor- 
poration; and Transportation—Thomas 
H. Woodward, Stonefort Corporation. 


Tulsa Accounting Conference 


The 1958 Annual Conference of Ac- 
countants, sponsored by the University of 
Tulsa, will be held on April 23-24 in 
Tulsa with S. D. Williams, assistant con- 
troller, Sohio Petroleum Company, Okla- 
homa City, serving as chairman. 

Among the sponsors of the Confer- 
ence are the Oklahoma Control of Con- 
trollers Institute of America, whose presi- 
dent, L. K. MacFarland, is serving as a 
member of the Planning Committee. 

Operations research, foreign opera- 
tions, oil property evaluations, taxes, in- 
surance, reservoir accounting, and the 
impact of inflation on accounting will be 
among the subjects presented on the Con- 
ference program. 

Sponsoring organizations in addition to 
the Oklahoma Control include Oklahoma 
Society of Certified Public Accountants; 
Petroleum Accountants Society of Okla- 
homa; Institute of Internal Auditors 
(Tulsa Chapter); National Association 
of Accountants (Tulsa Chapter) ; Amer- 
ican Society of Women Accountants 
(Tulsa Chapter) ; Systems and Procedures 
Association of America (Tulsa Chapter) ; 
National Machine Accountants Associa- 
tion (Tulsa Chapter); University of 
Tulsa; and the Financial and Accounting 
Division of the American Petroleum In- 
stitute. 








APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 
6 CHURCH STREET ATLANTA 


NEW YORK. N.Y. CHICAGO 
st + ours 


80STON 
PHILADELPHIA 
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New Trend Seen in Recent 
NLRB Rulings 


New rules curbing union activities in 
labor disputes have been established by 
the National Labor Relations Board in 
three recent decisions, according to Com- 
merce Clearing House. These rulings in- 
validate “hot cargo” clauses in union 
contracts with common carriers and pro- 
hibit certain picketing and other activities 
of minority unions. 

Under one of these rulings, unions, in 
their contracts with common carriers, no 
longer may rely on hot cargo clauses as a 
defense to unlawful secondary boycott ac- 
tivities. A hot cargo clause in a union con- 
tract, the CCH report explained, ordinar- 
ily provides that the employes covered 
may refuse to handle or work on goods 
designated by the union as “unfair.” In 
its hot cargo decision, the Board found a 
Teamsters’ local guilty of boycott viola- 
tions when it sought to freeze freight 
movements into and out of a struck plant, 
cutting off supplies and stopping ship- 
ment of orders. The union represented 
the employes of both the struck firm and 
the freight carriers. 

Although the NLRB decision invali- 
dated hot cargo clauses only with respect 
to union dealings with common carriers, 
the CCH report notes that the Carpenters 
and the Machinists, as well as the Team- 
sters, are concerned in three cases on this 
issue awaiting decision by the U. S. Su- 
preme Court. 

In another significant ruling, the NLRB 
stamped as illegal the activity of a union, 
which did not represent the majority of 
employes in an appropriate bargaining 
unit, in picketing an employer for recog- 
nition. In this case, the union local con- 
tinued picketing after it was outvoted 28 
to one in a Taft-Hartley election. Such 
picketing was ruled illegal coercion of the 
employes because it aimed to cause eco- 
nomic loss to the employer, thereby les- 
sening the financial security of the em- 
ployes. This type of picketing also tended 
to interfere with the employes’ right to 
organize of their own free will, the Board 
tuled, since the employer, under such 
circumstances, would be compelled un- 
lawfully to recognize a union which was 
not the employes’ choice. 

The CCH report noted that this deci- 
sion applies only to picketing by a minor- 
ity union which seeks to compel an em- 
ployer to recognize the union as the 
employes’ bargaining representative. No 
ruling has been handed down on whether 
picketing by a minority union to induce 
employes to organize is unlawful. 

In a further paring of union activities, 
the Board ruled in another case that a 
minority union cannot picket for a union 
shop, cannot ask the employer’s customers 
for support in order to gain that objec- 
tive and cannot place the employer's name 
ona “we do not patronize” list. 
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“Overseas protection must be 


ON THE BEAM” FF 





Mr. Victor H. Bello 
AFIA’s Supervisor 
for the Philippines 


“Fire, explosion, windstorm and accidents are the same the world 
over. But, not insurance. To have proper protection, you have to 
be sure your insurance conforms to the laws and requirements of 
the country where your risk is located.’”’ So says Mr. Victor H. 
Bello, AFIA’s supervisor for the Philippines. He knows through 
years of experience handling the insurance protection of leading 
American companies operating abroad. 


Mr. Bello is typical of AFIA’s key men strategically located in 630 
cities in 70 countries throughout the world. These insurance experts 
are your constant assurance that when you insure your overseas 
properties through AFIA your protection will conform to local laws, 
be strong, sure and on the beam. 


For overseas insurance protection unsurpassed 
ask your agent or broker to consult with AFIA 


——- 








AMERICAN FOREIGN INSURANCE ASSOCIATION 
161 William Street ¢ New York 38, New York 
CHICAGO OFFICE . . Insurance Exchange Building, 175 West Jackson Blvd., Chicago 4, Illinois 
DAEEAS ORFICE «oon, ic 400 Vaughn Building, 1712 Commerce Street, Dallas 1, Texas 
LOG ANGELES OFPPIGE:....6 4. «60s us 3277 Wilshire Boulevard, Los Angeles 5, California 
SAN FRANCISCO OFFICE . . Russ Building, 235 Montgomery Street, San Francisco 4, California 
WASHINGTON OFFICE . . . Woodward Building, 733 15th Street N.W., Washington 5, D.C. 


An association of 22 American capital stock fire, marine, casualty and 


surety insurance companies providing insurance protection in foreign lands 













For top efficiency .. . 


Handbook of 
Graphic Presentation 


CALVIN F. SCHMID. Quick-reference 
working manual for all concerned with 
the clear presentation and interpretation 
of statistical data by means of charts and 
graphs. Shows how complicated data of 
many kinds can be put into easily intelli- 
gible form. Each type of statistical chart— 
including three dimensionals—is analyzed 
in detail. “Sound and accurate .. . writ- 
ing is direct and specific; illustrations 
well conceived and designed.”—The Ac- 
counting Review. 2/0 ills., tables; 316 pp. 

6 


Office Methods, 
Systems, and 
Procedures 


IRVIN A. HERRMANN. Presents a pro- 
gram for systematic scrutiny of every el- 
ement of office procedure, covering all 
aspects of records, reports, personnel, fil- 
ing, machines, office layout, space utiliza- 
tion, etc. Shows how to save time, effort, 
and expense through simplification, stand- 
ardization, and motion economy. Examples 
and illustrations suggest how new ap- 
proaches can be dovetailed with existing 
methods. 255 ills., 539 pp. $7.50 


How to File and Index 


BERTHA M. WEEKS. Gives you a tested 
system for faster finding, quicker filing, 
better space economy. Includes informa- 
tion on microfilming, legal requirements 
for retaining specific papers, methods of 
reorganizing for greater efficiency, hiring 
and training personnel, etc. Book defines 
basic principles that are the key to good 
filing, shows how improved techniques 
can be adapted to the needs of the indi- 
vidual firm or department. Rev. Ed., Rev. 
Print, 111 ills., 306 pp. $4.50 


The Secretary's Book 


S. J. WANOUS and L. W. ERICKSON. 
This up-to-date guide shows your secre- 
tary how to make your day more produc 
tive by relieving you of time-consuming 
detail. Valuable help on preparing reports 
and tables; writing letters, cables, memos: 
fast transcribing; developing secretarial 
shortcuts. Gives practical hints on keeping 
files, handling callers, effective phone 
technique. Rev. Ed., Rev. Print. 142 ills., 





597 pp $4.25 
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WORK SAMPLING* 


By Robert E. Heiland and 
Wallace J. Richardson 


This is a comprehensive, “how-to” 
treatment of the highly flexible, econom- 
ical method of work measurement and 
work sampling. The book is detailed 
enough to permit someone unfamiliar with 
the technique to conduct a study. It ex- 
plains the theory, furnishes the necessary 
statistical information and gives clear, 
step-by-step instructions for planning, 
carrying out, and interpreting tne study, 
plus showing how to take action on a 
basis of results. 

Work sampling is particularly valuable 
to a surprisingly large number of fields 
other than the few applications previously 
recognized. How to use it to measure 
economically such nonrepetitive jobs as 
office work, machine accounting, construc- 
tion operations, drafting departments, 
hospital and department store activities, as 
well as factory operations is shown. The 
study shows the basic statistical thinking 
which lies behind all sampling techniques. 
Tables of binomial probability limits 








usable in work sampling are given in the 


| book, including sample sizes up to 5,000. 


+ Peilisbed by McGraw-Hill Book Co., Inc., 
330 West 42nd Street, New York 36, N. Y. 
$6.00. 


FEDERAL LENDING: 
ITS GROWTH AND IMPACT* 


The growth of federal loan, loan insur- 
ance and guarantee programs in the past 
35 years has been so great that they now 
constitute a second financial system, partly 
competing with and partly complement- 
ing the private financial system. The new 
study by the National Bureau of Eco- 
nomic Research shows the full extent and 
character of federal credit activities for 
the period from 1953 through 1957. The 
authors have examined more than 100 
credit programs, under more than 60 
agencies, 27 of which had active credit 
programs in 1953. 

Private credit markets and practices 
have been profoundly affected by the 
growth of federal activities. Highlights 





MIDWINTER READING 


from the summary on this subject state 
that: 

“In agriculture, federal credit aids 
lengthened maturities, liberalized terms 
of credit, and tended to increase the size 
of the average farm mortgage loan. Simi- 
lar effects were found in housing credit 
and in business credit. Federal agencies 
have tended to lengthen the maturities of 
loans and to broaden the use of the 
amortized loan. In this respect they fos- 
tered an adjustment in the nature of busi- 
ness credit responsive to the increasing 
use of durable producers’ goods by busi- 
ness enterprise in the American economy. 

“The term-lending principle has 
brought commercial banks new problems 
of portfolio management and of liquidity 
maintenance; but undoubtedly it has 
helped business enterprises by relating 
repayments to earning power.” 


* Published as Occasional Paper #58 by the 
National Bureau of Economic Research Inc., 
261 Madison Avenue, New York 16, N. Y. 
$1.00. 


THE DIRECTOR LOOKS 
AT HIS JOB* 


Edited by Courtney C. Brown 
and E. Everett Smith 


The book is a record of the symposium 
sponsored jointly by the Graduate School 
of Business, Columbia University and the 
McKinsey Foundation for Management 
Research. Many problems of board com- 
position and functioning are brought into 
sharp focus as the book records the de- 
bates of the symposium participants. The 
result is a book that gives the reader an 
intimate view of the problems under dis- 
cussion and of the way in which business 
leaders are trying to cope with them. 

Among the important questions con- 
sidered are: 


To whom is the director responsible? 

Are full-time directors more valuable 
than part-time directors? 

Are outside directors more valuable 
than inside directors? 

What are the advantages of a “bal- 
anced” board with both inside and out- 
side directors? 
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XUM 


What type of person makes a good di- 
rector? 

What incentives can persuade qualified 
men to serve on a board? 

And how can board members be kept 
fully informed of management activities? 


The various answers given to these and 
other questions make this an informative 
and timely book that will help the Amer- 
ican people to know the manner in which 
the private corporate system exercises its 
power, authority and responsibility. 


# Published by Columbia University Press, 
2960 Broadway, New York 27, N. Y. $2.75. 


PRACTICAL APPLICATIONS OF 
ACCOUNTING STANDARDS* 


By Carman Blough 


Drawing on the hundreds of case his- 
tories submitted by practitioners from 1947 
to 1957 for discussion in his well-known 
column, “Accounting and Auditing,” 
which appears regularly in the Journal of 
Accountancy, Mr. Blough expresses a per- 
sonal opinion on more than 200 account- 
ing and auditing procedural problems. 
These problems range from “Who should 
sign confirmation requests?” (the client) 
to “Does failure to observe inventories 
and confirm receivables preclude the ex- 
pression of an opinion?” (not necessar- 
ily). The author also gives what he con- 
siders to be excellent examples of a 
qualified report, disclaimer of opinion 
and form letter for refusing to bid on an 
auditing engagement. 

As the title of the book suggests, this 
unique reference deals only with practical 
accounting and auditing questions which 
have been referred to Mr. Blough for his 
expert opinion and advice. The discus- 
sions have been carefully edited and se- 
lected for current interest to practicing 
certified public accountants and all mate- 
tial has been organized by subject and 
fully indexed. 


* Published by the American Institute of 
Certified Public Accountants, 270 Madison Av- 
enue, New York 16, N. Y. $6.00. 


BIG BUSINESS AND HUMAN 
VALUES* 


By Theodore E. Houser 


The chairman of the board of Sears 
Roebuck & Company gives intimate and 
striking facts about his company and the 
basic philosophies that have guided it to 
prominence and prosperity. Mr. Houser 
tells how Sears has successfully blended 
business objectives and high regard for 
people as humans. The book is the second 
Volume in the McKinsey Foundation Lec- 
ture Series sponsored by the Graduate 
School of Business, Columbia University. 


* Published by McGraw-Hill Book Company, 


Inc., 330 West 42nd Street, New York, N. Y. 
$3.50. 
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Two Casy Ways ts Reduce Costs 


WHOLE-DOLLAR ACCOUNTING 


Shows how you can increase productivity or 
reduce costs in the operation of your account- 
/ ing department. Tells why and how com- 
panies switched to whole-dollar accounting. 
You can learn from the experience of others 
and save the “spade work’’ they experienced. 


Price per copy $7.50 


($6.00 to members of Controllers Institute) 


CASE STUDIES IN 
RECORDS RETENTION AND CONTROL 


The foremost study in its field gives case his- 
tories of many companies carefully selected 
to provide variety in size, location, profit 
2 margin, and product. The records programs 
range from simple and formative to elaborate 
and highly staffed. Your own records pro- 
gram can be started, or modified, after you 
see how other companies have solved similar 
problems in records retention and control. 


Price per copy $7.50 


($5.75 to members of Controllers Institute) 





Controllership Foundation, Inc. 
Two Park Avenue, New York 16, N. Y. 





Send me _____ copies of ““Whole-Dollar Accounting” at $7.50 each 

_______ copies of ‘Records Retention and Control” at $7.50 each 
DUA Naas 50'S aay laid wks aie bree area a wm ow Ficle gD 6 jhe ee a ae 
CRE oo ois Be 55a 2 ONAN wre £ OT ES Ut Cee ee 
PEPER 5 2 cA baie achatn Sedalia a x & wei eS a ciel oie cere ae are ee a 
CU aos gaa Caden eRe te Ge DOING: 223 lites SEGUE fs cmciqesavicetes 


Check enclosed [J Bill me later DF 


Orders from nonmembers outside continental U. S$. and Canada 
must be accompanied by remittance 
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New Horizons in Controllershipn 
at the 
SOUTHERN REGIONAL CONFERENCE 
Sponsored by the Dallas Control of 
CONTROLLERS INSTITUTE OF AMERICA 





MARCH 20 


p.m. Registration 


eve. Reception and buffet 


MARCH 21 


am. Subject: The South—Its Economic Position in 1958 as 
Compared to 1968 
Speaker: Dr. Arthur A. Smith, vice president, First National 
Bank, Dallas 
Subject: Unstated Assets—People and Management Devel- 
opment 
Speaker: To be announced 


luncheon Buffet Style 


p.m. Sxbject: Areas for Greater Coordination between the Con- 
troller and the Industrial Engineer 
Speaker: Alex W. Rathe, New York University 
Subject: Scientific Management and Controllership 
Speaker: Jim Hayes, St. Bonaventure College 


eve. Western Party, Texas Style 


MARCH 22 


a.m. Sxbject: A Banker Looks Behind the Balance Sheet 
Speaker: Fred L. Florence, chairman, executive committee, 
Republic National Bank, Dallas 
Subject: “Role Playing” session on Controllership and Effec- 
tive Management in action 
Speakers: H. P. Bourcher, operation vice president and J. C 
Freeman, controller, Dresser Industries, Dallas 


luncheon Speaker: To be announced 


Also special events for the ladies 


STATLER HILTON HOTEL - DALLAS - MARCH 20-22 

















CREDIT MANUAL OF 
COMMERCIAL LAWS, 
1958 Edition* 


The new edition of this standard ref. 
erence work sums up the most important 
new legislation, federal and state, enacted 
during 1957. Also noted are the new pro. 
cedures in handling credit transactions 
emanating from 1957 legislative enact. 
ments particularly in the fields of bad 
check laws, assignment of accounts re. 
ceivable, factors’ lien laws, chattel mort- 
gages, mechanics’ liens, conditional sales, 
debt adjustment, exemptions, sales and 
use taxes, uniform acts, and public im. 
provement bonds. 

An addition to the section on special 
services to financial and investment man- 
agement is a new feature defining words 
and phrases used in the “language of 
Wall Street.” 


* Published by the National Association of 
Credit Men, 229 Fourth Avenue, New York 3, 
N. Y., $12.00. 


BUSINESS MANAGEMENT* 


By Lyman A. Keith and 
Carlo E. Gubellini 


This book is a concise, nontechnical in- 
troduction to business management stress- 
ing the role management plays in shaping 
a broad program of business firm devel- 
opment. The entire range of management 
functions is developed through a logical 
sequence of topics. The book begins with 
the basic evolution of a business enter- 
prise and carries its development through 
to the planning of physical facilities and 
the management of manpower and pro- 
duction. The authors then discuss the 
problems of selling and financing, owner- 
ship and development which confront 
management in today’s competitive econ- 
omy. 

Since all business activity relates to 
either a product or service, the text de- 
scribes the evolution of a business enter- 
prise using the product or service as the 
central theme. The reader perceives the 
over-all role of management from its con- 
ception of an idea to make or sell some- 
thing through the fulfillment of its goals. 
To indicate the nature and extent of man- 
agement’s functions, the authors present 
many of the problems encountered in the 
organization and operation of a business 
venture and the various approaches to 
their solution. 


* Published by McGraw-Hill Book Co., Inc., 
330 West 42nd Street, New York 36, N. Y. 
$6.50. 


OTHER BOOK ENTRIES 


OFFICE EQUIPMENT: Buy oR RENT. 
By Robert N. Anthony and Samuel 
Schwartz. Management Analysis Cen- 
ter, Inc., Boston, Mass. $15.00. 
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Canada’s Tax Cuts Give Extra 
Advantage over U.S. Taxpayer 


Canada’s income tax rate reduction and 
$100 boost in dependency exemptions 
have increased the gap between amounts 
U.S. and Canadian taxpayers must pay 
on equal incomes, says Commerce Clear- 
ing House. The new Canadian rates on 
1958 incomes are 11 per cent (reduced 
from 13 per cent) on the first $1,000 of 





taxable income, and 14 per cent (reduced 


from 15 per cent) on the second $1,000. 


For Canadians with taxable incomes of | 


$2,000 or more the reduction will be 
$30.00. These rates do not include the 2 
per cent Canadian Old Age Security Tax. 

Increases in the exemptions for de- 
pendents will give even greater reduc- 
tions to taxpayers with families. Exemp- 
tions for children on family allowances 


will rise from $150 to $250, while ex- | 
emptions for children not on family al- | 
lowances and for all other dependents | 
will go up from $400 to $500. Family | 


allowances, known as “baby bonuses,” 


range from $5.00 to $8.00 per child and | 


are paid each month by the national gov- 
ernment to the parents and guardians of 
children under 16 years of age. The baby 
bonus is entirely independent of the 
Canadian income tax dependent’s exemp- 
tion. 

Canadian corporation income taxes will 
also be reduced. The 20 per cent rate will 
be allowed to apply to the first $25,000 
of 1958 taxable income, rather than to 
the present $20,000 limitation. Taxable 
income in excess of $25,000 will con- 
tinue to be taxed at the rate of 47 per 
cent. The result is a saving of $1,350 on 
taxable incomes above $25,000, the CCH 
report shows. 

Another Canadian reduction came in 
the excise tax on automobiles, as of De- 


cember 6, 1957. The rate was cut from | 
10 per cent to 7.5 per cent. This compares | 
with the U.S. rate of 10 per cent which is | 


scheduled to go down to 7 per cent on 
July 1, 1958. Congress has extended the 
10 per cent rate each year since 1955, ac- 
cording to the CCH report. 


Office Pay Climbs to Record 


The nation’s office workers are now re- 
ceiving record salaries according to a sur- 
vey by the National Office Management 
Association. The national average for 24 
classifications of workers studied was 
$64.00 a week, a rise of $2.00 a week 








above the 1956 average and $5.00 above | 


the 1955 average. The survey, covering 
over 6,000 companies employing 465,000 
clerical workers, showed that senior book- 
keepers were the highest paid group with 
the national average of $87.00 a week. 
Only one clerical job showed no change 
from 1956, the addressing-machine op- 
erator group which remained at $56.00 a 
week, 
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SAVES 


none MUNEY| 


WHEELS AUTO LEASING 
COSTS CLUB ALUMINUM LESS 
AND SAVES MORE MONEY! 


Club Aluminum, one of the 

most famous names in the American 
Kitchen, leases its fleet of automobiles 
and trucks from WHEELS, Inc. 

This saves valuable Club Aluminum cash 
for inventory, for expansion, for 
working capital. Management of Club 
Aluminum Products Company knows 
that leasing from Wheels costs less than 
ownership, and they are positive 

that it saves more! 















Hard-hitting Club salesmen make their 
thousands of daily calls in a new Chevrolet 
or other late model, Wheels automobile. 
Club Aluminum Products Company, 

is one of many nationally-famous firms that 
lease vehicles from Wheels on a regular basis. 





Wheels Inc. leases more than 9,000 cars and 
trucks to American business on programs 
designed to fit individual needs. 


@ RELEASE OF CAPITAL 

@ FLUID INVENTORY DOLLARS 
@ SPOT JOB ASSIGNMENTS 
@ PLANT EXPANSION 

@ CREDIT LINE EXTENSION 

@ SMOOTHER CASH FLOW 





for more details from your Wheels representative. 


We are interested in more details 
on a Wheels leasing plan. 








; es oa ois sssciinicansnacinsdes canons onsen taeead abeveee tus puviesanok thc tucapdeiaanade a peaiaaiaaane 
WS isa sacicacinsscashniniisdiabantuviendnonnecesa eveaobpnassoibidiosmaceeoea team de 
i 

Wi oiscasoentsusicsicsnsonscaeknenasctdisliicnumamcstnpsicsncainenbudmeaacerddreanme taser odenitinsemaceidad 
Spey ! 6200 N. WESTERN AVENUE 
F ADDRESS stasis espace ie se io rien tpeia ncelaeaiia ta daestiiaimsiiaenetiebaptaeiieetiaates 1 CHICAGO 45, ILLINOIS 
at all a ee | HOLLYCOURT 5-8600 








NVEsTORS by and large have obtained 
| greater returns from low-grade cor- 
porate bonds than from issues of higher 
quality, according to a research report 
published by the National Bureau of Eco- 
nomic Research. That low-grade bonds 
sometimes work out well is common 
knowledge. But evidence that this was 
broadly true through more than 40 years 
of corporate bond financing in this coun- 
try comes as a surprise. 

Naturally, because of the greater de- 
fault risk, the return promised by the 
obligor on a low-grade bond is higher 
than what is promised on more reliable 
securities. And research demonstrates that 
defaults did in fact occur more frequently 
among low-grade bonds. But in the aggre- 
gate—and for investors with large, diver- 
sified portfolios—the higher promised 
rates on low-grade issues more than com- 
pensated in the long run for the default 
losses incurred with some of them. 

The study emphasizes, however, that 
only large investors have been able to 
maintain sufficiently large portfolios to 
make investment in low-grade issues a 
safe practice. The small investor gener- 
ally has fared best by holding only the 
highest-grade obligations. 

The research was undertaken by 
W. Braddock Hickman of the National 
Bureau’s research staff. His report, en- 
titled ‘Corporate Bonds: Quality and In- 
vestment Performance,” summarizes a 
more comprehensive volume to be pub- 
lished early in 1958. 

Dr. Hickman’s findings are based on a 
study of straight corporate bonds offered 


Quality and Performance of Corporate Bonds Studied 


between 1900 and 1943. These include 
fixed-income, single-maturity bonds issued 
by domestic business corporations and 
held by the domestic investing public. 
Not included are real estate mortgage 
bonds and bonds of financial corporations. 

A number of measuring sticks were 
used to judge the quality of the bonds. 
For some purposes, Dr. Hickman applied 
a composite of the ratings assigned by 
four investment agencies: Moody’s, Fitch, 
Standard Statistics, and Poor's (the last 
two merged in 1941). He also used the 
lists of bonds legally eligible for invest- 
ment by savings banks in Maine, Massa- 
chusetts, and New York, whose laws were 
prototypes for other states. The daily 
quotations of the market were also used 
to rank corporate bonds in order of pro- 
spective quality. 

The measurers were then compared 
with various measures of investor experi- 
ence, such as default rates, realized yields, 
and loss rates (i.e., the difference between 
the rate of return promised and the. yield 
actually realized). 

For the total of straight bonds issued 
during the entire period—$71.5 billion 
par amount—Dr. Hickman’s figures show 
a net loss rate of zero. Of the total, 93 
per cent consisted of regular offerings; 
the remaining 7 per cent include contract 
modifications and exchanges growing out 
of corporate reorganizations. The 93 per 
cent of regular offerings breaks down into 
12 per cent paid in full at maturity, 37 
per cent called, 18 per cent defaulted, and 
26 per cent still outstanding on January 1, 
1944 with a perfect contractual record to 
that point. 





744 BROAD STREET 





BLADES & MACAULAY 
INSURANCE ADVISERS 


* 


Complete Surveys of 


Corporate Insurance Affairs 


No Insurance Sold 
MArket 3-7801 


Established 1926 


NEWARK 2, N. J. 

















The loss rate was zero on the issues 
paid at maturity. On the defaulted issue, 
it averaged 3.7 per cent. But capital losses 
on the defaulted issues were just offset by 
capital gains on the irregular offerings 
and on the regular offerings that were 
extinguished by call or were selling above 
book value in 1944. 

This, Dr, Hickman writes, “‘is a tribute 
to the ability of domestic business cor. 
porations to service their long-term obli. 
gations in a turbulent period of 44 years 
during which there was a great war, a 
great depression, and the start of a second 
great war.” 

His analysis brings out the sharp dif. 
ferences in investment experience with 
bonds that encountered the acid test of 
the Great Depression and those that did 
not. For large issues ($5 million and 
over) that were offered before 1932 and 
extinguished before then, promised yields 
averaged 6.2 per cent and realized yields 
averaged 6.4 per cent, so that small capi- 
tal gains accrued to investors over the 
long run. Large issues offered and ex. 
tinguished after 1932 promised 4.9 per 
cent and actually yielded 6.0 per cent, on 
the average, bringing sizable capital gains. 

But bonds offered before 1932 and ex- 
tinguished between 1932 and 1943 were 
subject to the heavy default risks of the 
depression. Their average promised yield 
was 5.4 per cent; the realized return, only 
4.6 per cent, so that in the aggregate in- 
vestors suffered losses at the rate of 0.8 
per cent annually. 

Bond performance over shorter periods 
of investment also showed striking con- 
trasts. 

“The market usually overpriced low- 
grade issues (and underestimated default 
risks) at or near peaks of major invest- 
ment cycles,” Dr. Hickman observes. “As 
a general rule, low grades fared better 
than high grades when purchased near 
troughs and sold near peaks of the in- 
vestment cycle; but by the same token, 
losses were heavy on low grades _pur- 
chased near peaks and sold near troughs.” 

“The same is true,’ Dr. Hickman adds, 
“of investments in declining as against 
growing industries. Low-grade issues of a 
declining industry rarely worked out as 
well as high-grade issues.” 

Dr. Hickman’s research was financed 
in part by grants to the National Bureau 
of Economic Research from the Merrill 
Foundation for the Advancement of Fi- 
nancial Knowledge, the Life Insurance 
Association of America, the Association 
of Reserve City Bankers, the Savings 
Bank’s Trust Company of New York, the 
Trust Investment Study Committee of 
the New York State Bankers Association, 
and J. Reed Morss, president of the Bos- 
ton Five Cents Savings Bank. 
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Measurement of Productivity 


A discussion on the “value-added” 
technique for measuring productivity was 
held by the Hamilton Control of Con- 
trollers Institute in December 1957. The 
principal speaker, Malcolm Sutherland, 
secretary-treasurer of Burlington Steel 
Company, Limited, Hamilton, Ont., took 
a cue from the widely publicized address 
by Marquis G. Eaton, president of the 
American Institute of Certified Public Ac- 
countants, who emphasized the impor- 
tance of meaningful information about 
the results of business operations and 
stressed the responsibility of the accounting 
profession in a search for better methods 
of financial reporting. Mr. Sutherland, in 
discussing the value-added technique, rec- 
ommended presentation of business re- 
sults in the value-added form and related 
it to the Gross National Product by point- 
ing out the connection between the devel- 
opment of productivity of the individual 
enterprise and the growth in national 
production. 

The speaker also referred to the rela- 
tionship in the aggregate salaries and 
wages paid and the aggregate values 
added and saw the significance of this 
approach in: a) highlighting the effect of 
raw material costs in relation to selling 
prices; b) establishing a yardstick for 
wages and salaries; and c) providing a 
simple method of discussing the salient 
facts of business with the employes. 

In the discussion following the presen- 
tation, in which several members of the 
Control and Dr. Calvin Potter, professor 
of Business Administration at McMaster 
University as a guest, participated, it was 
stressed that the value-added technique, 
as described by Mr. Sutherland, seemed 
to obviate to a large extent the periodical 
translation of current-dollar figures into 
constant-dollar figures. 

The concluding note of the discussion 
was that while the value-added technique 
may not provide solutions for all the in- 
tricate problems besetting accounting and 
reporting, its application certainly opens 
new aspects and insights into business 
which will increase the knowledge of op- 
erations and, accordingly, the ability to 
plan and control future developments, in- 
dicating the possibilities for the controller 
of introducing this measuring device for 
the benefit of the operating management. 


Australian Accountants to Meet 


Controllers and financial officers of 
American and Canadian corporations have 
been invited to participate in the Austral- 
ian Convention of Accountants to be 
held in Sydney, New South Wales, May 
5-8, 1958 by O. H. Paton, president of 
the Australian Society of Accountants. 

Among the subjects to be discussed will 
be the economics of capital expenditures, 
annual reports to shareholders, internal 
auditing, and influences shaping account- 
ing procedures and practice. 


THE CONTROLLER * FEBRUARY, 1958 











THE SEARCH FOR BRAINS 
IN 1962 will be easier if you 
do something about it NOW... 


Is your firm telling high school seniors and college students about 
the broad area of accounting careers today to insure having adequately 
trained accounting personnel tomorrow? 


The National Committee on Education of Controllers Institute of 
America has prepared this three-color 16-page booklet to help you 
inform today’s students of the many career opportunities that stem 
from academic training in accounting. 


The result of two years’ work and constant consultation with leading 
educators, this booklet answers the questions most often asked by 
students who are undecided upon a career. The Committee has already 
sent sample copies to colleges, secondary schools and guidance 
counsellors throughout the country. 


YOU CAN PLACE YOUR OWN IMPRINT ON THE BOOKLET IF YOU WISH 
TO IDENTIFY YOUR COMPANY’S INTEREST IN YOUR COMMUNITY 


DESIGNED FOR DISTRIBUTION 


by corporations to high school 





graduates and college under- 


p in besleee graduates in their recruiting 


moving u 





areas, this “career” booklet is 
aimed at attracting students to 
accounting and providing you 
with future accounting per- 


sonnel. 


25¢ per copy 
~S Place Your Onder Now! Ss 


Controllers Institute of America 
Two Park Avenue, New York 16, N. Y. 


| 

aa 

Send Me .......: copies of “Moving Up in Business—A Look at Managerial 
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| Accounting” at 25¢ per copy postpaid (Check enclosed ) (Bill me later) 
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Profitability Indexes for Capital Investment 


(Continued from page 67) 


Superiorities of Cash Flow 

The superiorities of the discounted cash 
flow are impressive. It is immune to the 
distortions of capitalization policy. How 
much of the investment outlay is capital- 
ized and how much is expensed differs 
from company to company and from proj- 
ect to project within the company. The 
true economic merit of a project stays the 
same. A discounted-cash-flow method re- 
veals this, the level-book method hides it. 

Divergent time patterns of earnings are 
correctly assessed = the discounted cash 
flow and not by level book. The time 
shape of earnings differs greatly among 
projects. The economic significance of this 


disparity is underscored by the debates on 
the time pattern of capital wastage that 
surrounded the new tax-law depreciation. 
The financial merit of a project depends 
importantly on the time shape of earn- 
ings. The cash-flow method recognizes it; 
the level-book method treats all outlays 
as though they were instantaneous thereby 
producing error which can be quite im- 
portant. The same principle applies to 
measuring the effect of end-of-life salvage 
value which is so distant that at the high- 
earnings rates of industrial projects it does 


not mean much. The level-book method . 


says this distant salvage-value dollar has 
the same economic value as near dollars 
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whereas the discounted cash flow cor. 
rectly reflects economic value of time. 
Another superiority of our method jg 
that it is cele of reflecting the proba. 
bility of getting the earnings of any par. 
ticular type or of any particular year. This 
probability quite often differs in a way 
that can be roughly predicted. Allowance 
for different probabilities can be reflected 
in the cash-flow timetable. Though this 
refinement may be used in only a few 
projects, it is probably important in these, 


Summary 

The discounted-cash-flow approach in 
both its variants has characteristics capa- 
ble of producing a more realistic and cor. 
rect measurement of the return on capital 
employed than do rival yardsticks. In 
terms of the requirements of a good yard- 
stick, it makes almost a perfect score: 


1. Accuracy: it measures the relevant con- 
cept of capital productivity with preci- 
sion. It is not distorted by capitaliza- 
tion policy. It reflects only the effects 
of amortization policy upon income 
taxes and hence upon after-tax cash 
flows. It is correctly sensitive to the 
trend of earnings and to the timing of 
investment outlays, and gives economi- 
cally appropriate weight to ultimate 
salvage value. 

2. Inclusiveness: it summarizes the merits 

of a | aaigg comprehensively in a sin- 

gle figure since it encompasses the 
project's whole lifetime of expected 
earnings and investment outlays meas- 
ured relevantly and properly weighted 
for their timing. 

3. Realism: it realistically confines the 
analysis to after-tax cash flows undis- 
torted by inapplicable conventions of 
accountancy. 

. Versatility: it produces a measure of 
investment return which is precisely 
comparable among projects, regardless 
of the character and time shape of 
their receipts and of their investment 
outlays. 

5. Parimutuelity: it is capable of reflect- 
ing the betting odds of actually getting 
project receipts of different types and 
in different years. 

6. Simplicity: it is amazingly simple in 
spite of its apparent complexity. Once 
grasped, the method requires fewer 
rules to be mastered and uniformly in- 
terpreted. Moreover, the computation 
can be delegated to cheaper help be- 
cause it does not require the use of 
trained accountants. Finally, computa- 
tional graphs and tables can produce 
speed and economy in the calculations. 


aS 


7. Screenability: it is conceptually com- 


patible and therefore precisely com- 
parable with a correctly determined 
company cost of capital. Hence it lines 
up with screening standards which can 
be logically and objectively justified. 


(Continued on page 87) 
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Brewton, Ala. 


At the invitation of C. S. Alexander, 
controller, T. R. Miller Mill Company, 
Inc., Brewton, Ala., a group of members 
of the Birmingham Control of Controllers 
Institute of America participated in a 
deer hunt on December 13-14 at the com- 
pany’s Whynot Hunting Lodge. The 
weekend hunters were joined by local 
guides in the above photograph, which 
included (left to right): 


Bobby Kahn; Bill Cook; James L. 
Johnson, treasurer, Crawford Johnson & 
Company, Inc., Birmingham, Ala.; M. H. 
Osburn, vice president-controller, the In- 
galls Iron Works Company, Birmingham, 
Ala.; P. G. Beene, secretary-treasurer, 
Goslin-Birmingham Mfg. Co., Inc., Bir- 
mingham, Ala.; Wm. C. Jones, controller, 
Alabama By-Products Corp., Birmingham, 
Ala. 

Also Harvey M. Snook, comptroller, 





Tennessee Coal & Iron Div., U. S. Steel 
Corporation, Fairfield, Ala.; Thomas B. 
Noble, treasurer, Stockham Valves and 
Fittings, Inc., Birmingham, Ala.; John R. 
Downing, Jr., treasurer, T. R. Miller Mill 
Company, Inc., Brewton, Ala.; Mr. Alex- 
ander; Bear Jones; Walter R. Williams, 
Jr., comptroller, Coosa River Newsprint 
Co., Coosa Pines, Ala.; and H. O. 
Thomas, Jr., controller, Shook & Fletcher 
Supply Company, Birmingham, Ala. 





(Continued from facing page 86) 
li! APPLYING YARDSTICK 


In Section I we outlined a comprehen- 
sive program of capital management. This 
showed us the important role of measure- 
ment of return on capital employed and 
enabled us to see how the problem dis- 
cussed in this paper fits into the big pic- 
ture. In Section II we examined alternative 
yardsticks of investment worth, compared 
them and appraised their deficiencies and 
superiorities against the requirements of a 
good yardstick. We now turn to the prob- 
lem of applying the yardstick to capital 
proposals. Two aspects of application will 
be discussed separately: (1) the economic 
dimensions of the project that need to be 
measured and (2) the concepts of meas- 
urement to be applied to these dimen- 
sions. 


ECONOMIC DIMENSIONS 
TO BE MEASURED 

The investment worth of a capital proj- 
ect requires measurement and appraisal of 
at least four economic dimensions: 


1. The amount and timing of added in- 
vestment. 


TO CAPITAL PROPOSALS 


2. The amount and timing of the added 
stream of earnings (net cash receipts). 

3. The economic life, i.e., the duration 
of the earnings stream. 

4. The risks and uncertainties and the 
imponderable benefits associated with 
the project. 


The first three can generally be quali- 
fied with fair margins that are tolerable 
for decision purposes. The fourth re- 
quires a high order of judgment. 


1. Added Investment 

The appropriate investment base for 
calculating rate of return is the added 
outlay which will be occasioned by the 
adoption of a project as opposed to re- 
jecting it; or adopting an alternative 
which requires less investment. For ex- 
ample, repairs which would be made 
whether or not the proposal is adopted 
should be excluded from the investment 
amount because they are not caused by it. 


THE CONTROUER.............. 


The investment should include the entire 
amount of the original added outlay re- 
gardless of how it is treated in the books. 
Expensing certain items rather than capi- 
talizing them may produce tax savings 
which should be reflected in estimating 
the investment. Any additional invest- 
ment in working capital or other auxiliary 
facilities should be included in the invest- 
ment amount as should future research 
and promotional expenses caused by the 
proposal. Facilities transferred from other 
parts of the company should be included 
in the investment amount. 

For the purpose of calculating prospec- 
tive return, the items included in the in- 
vestment amount should be valued at 
their economic rather than their account- 
ing values. For cash outlays at the time of 
the investment decision, these are identi- 
cal. For existing facilities, however, there 
can be a pronounced disparity. It is the 
present value of the earnings opportuni- 
ties of such transferred facilities that is 
pertinent; and this is likely to differ from 


(Continued on page 88) 
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Profitability Indexes for 
Capital Investment 
(Continued from page 87) 


their book value. If the value of the fore- 
gone opportunity of continuing to use the 
facilities in the next best alternative way 
is lower than their disposal value, then it 
is their disposal value which should be 
used. 

The timing of these added investments 
has an important effect upon the rate of 
return and should therefore be reflected 
in the rate-of-return computation. 


2. Added Earnings 

The productivity of the capital tied up 
is determined by the increase in earnings 
or savings, i.e., net cash receipts, caused 
by making the investment as opposed to 
not making it. These earnings should be 
measured in terms of their after-tax cash 
or cash equivalent. Only costs and rev- 
enues that will be different as a result of 
the adoption of the proposal should be 
sociated. The concept of earnings should 





ACCOUNTANTS ABILITY TEST KIT will save 
employers money and hours of valuable time by 
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Instruction Sheet. Satisfaction guaranteed. Ac- 
counting a Company, Dept. 302, G.P.O. 664, 
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be broad enough to encompass intangible 
and often unquantifiable benefits. When 
these have to be omitted from the formal 
earnings estimates they should be noted 
for subsequent appraisal of the project. 


3. Economic Life 

Economic life of a project refers to the 
duration of the stream of benefits. Its 
length may be determined by physical 
deterioration, by obsolescence, or by the 
drying up of the source of earnings. Es- 
timation of economic life is often the 
most difficult dimension of project value 
to quantify. But the problem cannot be 
ducked. Some estimate is better than none 
and the depreciable life forecasted for 
bookkeeping purposes ought to be the 
best available forecast of economic life. 
For tax purposes this is not likely because 
estimates are made for a purpose different 
from making a capital- expenditure deci- 
sion, namely to minimize taxes. 


4, Risks and Imponderable Benefits 
Appraising the risks and uncertainties 
associated with a project requires such a 
high order of judgment that the problem 
should be explicitly faced and appraised 
by the collective wisdom of those best 
qualified to make the appraisal. It is only 
disparities in risk among projects which 
need to be allowed for, since the com- 
pany’s cost of capital reflects the over-all 
risks. Only when the general character of 
the company’s operations will be signifi- 
cantly altered by the investment will the 
risk which is reflected in the company’s 
cost of capital be revalued in the market. 
In the process of measuring the probable 
rate of return on each project, the com- 
pany may be successful in adjusting for 
the probability of getting the earnings of 
different types and different years. If so, 
it is only the dispersion of possible out- 
comes which constitutes differential risk. 
For example, a labor-saving device might 
have a lower dispersion of outcomes than 
a new product. The chances of big, im- 
probable gains or losses are smaller than 
for a new product. Though measurement 
of this sort of dispersion is difficult, some 
headway can sometimes be made by a 
necessarily arbitrary risk-ranking of can- 
didate projects or categories of projects. 
Most projects have some added bene- 
fits over and above the measurable ones. 
If excessive weight is given to these im- 
ponderables, there is danger that rate-of- 
return rationing will be displaced instead 
of being used to improve executive judg- 
ment in choosing among captital expendi- 
tures. When a low-rate-of-return project 
is preferred to a high one on the grounds 
of imponderable benefits, the burden of 
proof clearly rests on the imponderables. 


CONCEPTS OF MEASUREMENT 


For measuring these four dimensions 
of a project’s return on investment, there 
are four key concepts: 


. Futurity: future earnings and future 
outlays of the project are all that mat. 
ter. 

2. Increments: added earnings and added 
investment of the project alone are 
material. 

3. Alternatives: the proper benchmark 
for measuring added investment and 
the corresponding added earnings js 
the best alternative way to do it. 

4. Cash Flows: after-tax cash flows or 
their equivalents alone are significant 
for measuring capital productivity. 


1. Futurity 

The value of a proposed capital project 
depends on its future earnings. The past 
is irrelevant except as a benchmark for 
forecasting the future. Consequently, earn- 
ings estimates need to be based upon the 
best available projection of future vol- 
ume, wage rates, price levels, etc. The 
earnings and ultimate salvage value cor. 
sy igen to the proposed outlays need 
to be estimated year by year over the eco- 
nomic life of the proposed facilities and 
their time shape needs to be taken into 
account explicitly. 


2. Increments 

A correct estimate of earnings and in- 
vestment must be based upon the simple 
principle that the earnings from the pro- 
posal are measured by the total added 
earnings or savings by making the invest- 
ment as opposed to not making it and 
that the same is true for the investment 
amount. Project costs should be unaffected 
by allocation of existing overheads but 
should reflect the changes in total over- 
head and other costs that are forecasted 
to result from the project. No costs or 
revenues which will be the same regard- 
less of whether the proposal is accepted 
or rejected should be included and the 
same goes for investment. 


3. Alternatives 

There is always an alternative to the 
proposed capital expenditure. The al- 
ternative may be so catastrophic that re- 
fined measurement is unnecessary to reject 
it. Often there are close alternatives so 
that an important problem of measuring 
capital productivity is to make a ladder 
of depth of alternative investments and 
measure the added earnings and added 
investment in a rate-of-return calculation 
for a ladder of alternatives to see how 
far it pays to go. The proper benchmark 
for the proposal is the next most profit- 
able alternative way of doing it. 


4. Cash Flows 

To be economically realistic, attention 
should be directed exclusively at the after- 
tax flows of cash or cash equivalents 
which will result from the adoption of 
the project. Book costs are confusing and 
immaterial. 
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Planning New Plant Location 
(Continued from page 73) 


plant will total 5,000 in the next few 
years—more than four times the popula- 
tion of the town before construction 
started. This created many problems for a 
community which had been economically 
static for more than 5O years. It is esti- 
mated that some $100 million must be in- 
vested in the area within the next few 
years to provide housing, community fa- 
cilities, schools and commercial services. 

Kaiser Aluminum did not, and does 
not, want a “company town’”’ because it 
believes that the healthiest community 
growth is the development that will be 
undertaken by present and future resi- 
dents of the area rather than by the corpo- 
ration. It is the company’s policy to offer 
maximum encouragement to community 
development with a minimum of partici- 
pation. 

In this connection, and in response to a 
request from the City Council, the com- 
pany contracted with a firm of planning 
and urban economics experts to help the 
City Planning Commission with a master 
plan to act as a guide for the orderly ex- 
pansion of the community. As an emer- 
gency stop-gap to the critical school prob- 
lem, the company is constructing a school 
which will be leased to the city for $1 per 
year. Furthermore, the company has op- 
tioned or purchased Jand which is suitable 
for residential development. This was 
specifically designed to prevent land spec- 
ulation and stimulate builders’ interest. 
It is intended that this land will be turned 
over to a large-scale developer at mini- 
mum cost. 

These initial actions by the company 
have been in recognition of the fact that 
emergency problems have been created by 
the company, but the basic community- 
relations philosophy is that the growth of 
the town must be governed by normal 
economic processes rather than company 
underwriting. 


Financial Management 
ina Changing Economy 


(Continued from page 71) 


know that it means simply to record the 
effect of changes in methods of account- 
ing. But, I also believe that our concern 
over inconsistency is such as to prevent 
Progress in accounting to match our 
changing society. 

What I am saying is that we have had 
ill-defined objectives for accounting—that 
uniformity, consistency and comparability 
unduly restrict our progress. As Mr. 
Eaton has pointed out, the development 
of accounting has been evolutionary. We 
have constantly synthesized the best of 
current practice into our concepts of ac- 
counting principles. As these have become 
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more finite—attempts by all parties con- 
cerned to make any progress have suc- 
cumbed to inertia. Limited in ideas on one 
hand because of the doctrines of uni- 
formity and consistency, and on the other, 
by an approach that is demonstrative of 
the adage that ‘‘what is everybody’s busi- 
ness is nobody’s business’ there seems 
little hope for real progress. 

And, further on the subject of objec- 
tives, let’s look closely at that one of ac- 
countants—professional and managerial 
—which apparently seeks to translate 
complexities of modern business into lay- 
men’s understanding through financial 
statements. 

What other profession provides its cli- 
entele with such instructionless do-it-your- 
self kits? 

Not medicine! Not the bar! The latter 
even have an adage that “the lawyer who 
represents himself has a fool for a client.” 

Yet, we accountants turn loose our 
complicated product to a host of indi- 
viduals, for the most part relatively un- 
trained in accounting, for their self-use 
with license to commit any form of eco- 
nomic hari-kari which because of their 
misinterpretation they can devise. 


A Tentative Solution 

Finally, what do we do about these 
ever-increasing difficulties in the account- 
ing process? 

Here, I believe the management ac- 
countant, the controller, has the key, 





though not exclusive, role. He at least has 
the inherent realization that accounting is 
not an end but a means and that its va- 
lidity lies in its utility to all parties con- 
cerned. 

The corporate controller must take the 
lead in more closely defining our account- 
ing objectives. Here, as they are unfolded 
they will take on the semblance of cor- 
porate objectives—seemingly diverse, con- 
trasting and even contradictory serving 
now management, labor, investor, cred- 
itor, customer and government—but which 
without their composition, real progress 
cannot be made. 

This area of composition of differences 
is where the controller has acquired no 
small degree of skill. It is his life work. 

The controller then, acting on behalf 
of management and in cooperation with 
bankers, professional accountants and 
other interested groups, must take the lead 
in developing more adequate accounting. 

In so underlining the controller’s role, 
I want to make it clear that I speak of 
individual action, Attempts by control- 
lers to solve these problems through their 
professional organization would meet the 
same pitfalls as have been encountered by 
other group-action attempts. 

And finally, if I may be so bold as to 
forecast the end-result, it will be a more 
utilitarian accounting—more individually 
tailored and varied to meet the separate 
needs of each company and of each di- 
verse interest in business. 
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Educated Workers 

The education level of the U.S. civil- 
ian labor force has risen appreciably in 
the last 18 years, according to the Na- 
tional Industrial Conference Board. Col- 
lege graduates now comprise nine per 
cent of the nation’s workers while 18 per 
cent of the labor force has completed at 
least one year of college. 

In 1940, only six per cent of the labor 
force had earned a college degree and 13 
per cent had completed one year of col- 
lege. The proportion of workers with a 
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olen 


high school diploma has climbed from 20 
per cent in 1940 to 30 per cent at present. 
Conversely, the proportion of the na- 
tion’s wage earners whose formal educa- 
tion was halted at the elementary school 
level has fallen from 48 per cent in 1940 
to 32 per cent now. The level of educa- 
tion attained has a bearing on the type of 
occupation held, according to NICB. 
Nearly two thirds of the college graduates 
are in professional and technical posi- 
tions, while one fourth of those who have 
completed only elementary school are em- 
ployed as service workers and laborers. 


A consolidation of information developed by 
CONTROLLERSHIP FOUNDATION 
in reply to various inquiries 


COST-OF-LIVING ADJUSTMENTS—HOW ARE THEY HANDLED? 


Controllership Foundation, in response to increased interest 
in this subject, supplemented its preliminary data appearing in 
November's Research Notes by contacting, via mail, a number of 
additional companies to determine how they handle cost-of-liv- 
ing adjustments. The response of 28 companies was as follows: 


1. Twenty-four companies charge cost-of-living adjustment 
for the various categories of employes (manufacturing, 
engineering and general and administrative—salaried or 
hourly) to the same account as base salaries or wages. Ac- 
tually, 20 companies apply the procedure to hourly and 
salaried employes while the response of two companies in- 
dicates it is applied only to employes paid on an hourly 


basis. 


2. Two companies charge cost-of-living adjustments for the 
various categories of employes—salaried and hourly—to a 
special cost-of-living account. Additional information was 
provided by one company that (a) cost-of-living allow- 
ance applicable to vacation pay and overtime is not segre- 
gated for salaried employes; (b) cost-of-living allowance 
applicable to overtime, payment in lieu of vacation, holi- 
day pay, and paid lunch period is not segregated for hourly 


paid employes. 


3. One company charges cost-of-living adjustments for the 
manufacturing employes (direct and indirect—salaried 
and hourly) to a special cost-of-living account while such 
adjustments for engineering and general and administra- 
tive employes—salaried and hourly—are charged to the 
same account as base salaries and wages. 

4, One company charges cost-of-living adjustments for hourly 
payroll employes to a special cost-of-living account while 
such adjustments for salaried employes are charged to the 
same account as base salaries and wages. 


se COMMCUIER ............. 
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Labor Supply 

A Government survey shows that the 
supply of working wives has increased 
sharply in number with an increase, in 
the past five years, from 7.5 million to 
13 million. In 1940 there were 5 million 
wives at work. 


Work Stoppages 

Strikes idled fewer workers in 1957 
than in any year since World War II, 
according to the Bureau of Labor Statis. 
tics. Only 1.4 million workers were in. 
volved in strikes compared with 19 
million in 1956 and 4.6 million in 1946, 
Workers lost 16 million man-days of 
time as a result of strikes in 1957, less 
than half the 33.1 million man-days 
lost in 1956; in 1946, man-days lost 
amounted to 116 million. 


This Electronic World 

Salary levels of programmers, the 
people who set up detailed computer 
operations, are being reduced, according 
to Canning, Sisson and Associates, Los 
Angeles. At first, these people were se. 
lected from management staff levels 
and received monthly salaries of $600.00 
to $700.00 but it has been found that 
good programmers can be selected from 
supervisory levels and, if properly 
trained, become excellent programmers 
at an average of $500.00 to $600.00 per 


month. 
oe 


Factory volume of the electronic in- 
dustry in 1957 reached a total of more 
than $7 billion according to the Elec- 
tronic Industries Association. This was 
a substantial gain above the 1956 sales 
of $5.9 billion. Military procurement ac- 
counted for about half the 1957 total 
while sales of industrial electronic prod- 
ucts, such as computers, represented 18 
per cent and the output of home enter- 
tainment equipment represented 21 per 
cent. 

e 


Clary Corporation has introduced a 


completely transistorized unit, priced at } 


$15,000 F.O.B., which is designed to fil 
the requirements of small and medium- 
sized firms. The ECS uses electronic 
means to perform all basic types of com- 
putations and results are printed auto- 
matically. on an adding-machine-type 


print unit; a magnetic drum memory | 


storage is also used. 


Western Union has installed a push § 


button self-service telegraph office, known 
as an AutoFax, in the Westside Air Tet- 
minal in New York City. Said to be the 
first telegraph sending machine that re 
quires no coins, the user writes his mes- 
sage and writes “charge” or “collect’’ and 
pushes a button and drops the message 
into a slot. The charges are later billed to 
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the sender’s home or business address, 
whichever he signed on the original mes- 
sage; no charge cards are required. 


A new IBM development, the Pro- 
grammed Component Assembly System, 
is used to reset automatically layouts and 
components of printed circuits used in the 
assembly of giant computers. The device 
may also be applied to TV sets, radar nets 
and all other electronic products that use 
printed circuits in their manufacture. 


New Construction 

The Departments of Commerce and 
Labor estimated that new construction 
put in place in 1957 was valued at $47.3 
billion, 3 per cent ahead of 1956. 


Aid to Education 

E. I. du Pont de Nemours and Com- 
pany has announced grants totaling 
nearly $1.2 million to 135 colleges and 
universities. More than half of the 
du Pont program is directed toward 
strengthening the education of scientists 
and engineers by supporting teaching of 
science, mathematics and allied subjects. 
Grants for fundamental research and for 
fellowships, which once made up the en- 
tire program, are being continued. 


New grants and appropriations of the 
Ford Foundation in the fiscal year ended 
September 30 totaled $83 million, com- 
pared with the “extraordinary” total of 
$602 million in 1956 which included its 
$500 million in gifts to college, medical 
school and hospital programs. 


Unemployment Data 

More workers were drawing on unem- 
ployment insurance in the week ended 
December 28 than at any time since Feb- 
tuary 1950, according to the Labor De- 
partment. The year-end figure was 2,360,- 
400 while the figure of February 21, 
1950, was 2,391,000. 


Machine Tool Orders 

Ten major builders predict that orders 
in 1958 will be under the 1957 level, and 
possibly by a considerable amount. 









WANT HELP? Swamped by all the mate- 
rial on electronics? Can’t find informa- 
tion on specific applications of electron- 
ics? Want to know experiences of 
companies converting to electronics? 







If your answer to any of these questions 
is affirmative, the list of reports on 
ELECTRONICS IN BUSINESS may 
help you. Send your request to 


CONTROLLERSHIP FOUNDATION 
Two Park Ave., New York 16, N. Y. 
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WE NEED BACK ISSUES OF THE CONTROLLER 


to fill back-dated subscriptions that came in late. 
If you are willing to part with your copies of 


JANUARY FEBRUARY MARCH SEPTEMBER OCTOBER NOVEMBER 
1957 1957 1957 1957 1957 1957 


they would be most gratefully received by the 
SUBSCRIPTION DEPARTMENT 
THE CONTROLLER 


Two Park Avenue New York 16, N. Y. 














‘Simplified Acceptance” now 
enables you to have an attractive 
CM PENSION TRUST 
or PROFIT SHARING 
RETIREMENT PLAN ona 


GUARANTEED ISSUE < 


Where there are between 25 and approximately 100 initial partici- 
pants, neither medical examinations nor conventional evidence of 
insurability will be required of individual applicants 65 or under 
and regularly on the job. 





Send for Valuable Free Booklets 


The purposes, advantages and operating methods 
of Profit-Sharing Retirement Plans are told in 
this 20-page booklet, and 18 pertinent questions 
about these Plans are answered. 


This 16-page booklet outlines the value of pen- 
sion trusts to employers and employees, tells the 
tax advantages and the requirements for gaining 
them, and gives examples of successful Connecti- 
cut Mutual Pension Trust Plans now in operation. 





If you are considering starting a 
plan of either of these types in your 
company—send for these free book- 
lets. The information will be valu- 
able to you. You will find that Con- 


The Connecticut Mutual 


necticut Mutual, a pioneer in pen- 
sion planning, can prepare pension 
and retirement programs with the 
flexibility and safety factors you 
need. Send for your booklets today. 


LIFE INSURANCE COMPANY : HARTFORD 





Connecticut Mutual Life Insurance Company C-1-8 
Hartford, Connecticut 


Please send me, without cost or obligation, the booklets checked below: 


im Pension Trusts ... Their Advantages to Employers and Employses 
[_] Some Questions and Answers about Profit-Sharing Pension Trusts 
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corrugated 
fibre-board 
construction 
gives ten, fif- 
teen, twenty 
years of serv- 
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Factory applied 
labels with gum- 
med title strips a 
Liberty Box feature. 




















and efficient. 


Liberty Boxes are om 
stocked by station- % 
ery and office equip- 
ment dealers in every 
state, in every prin- 
cipal city. Write for 
the name of your 
dealer and a copy of *" 
our latest catalog. No 
obligation, of course. 








2607 North 25th Avenue « 


Problem: How to store original records 
for future reference at lowest possible cost. 
Answer: Liberty Record Storage Boxes— 
for over thirty-eight years recognized by 
industry as the lowest cost method “iv 
housing inactive records. 


Goo) STORAGE BOXES! 7 





ice and cuts costs way Pisin Just pen- 


— SYSTEM 


Liberty Boxes provide 
— for “fast finding” of 
stored records be- 
cause of 
label design. 
Liberty label assures 
you a simple, easy-to- 
use method for index- 
ing and filing your 
transferred records. 


nh) FEATURES 


Your records are always 
protected against dust, 
dirt and dampness due 
to the unique cord and 
tension button closure. 
If accidently dropped, 
the contents can't spill 
out. 25 stock sizes 
C.&N.W.RR. file @Vailable covering every 
room is both neat POpular office form— 
special sizes to order. 


its unique 
The 


Choong USED AND SOLD FROM 
COAST TO COAST 





ee Mes é 
Low cost installation 
at Southwestern Bell 
Telephone 


DRAWER STYLE 


TRANSFER 
FILES 


STAXONSTEEL Transfer Files build their 
own steel framework as they are stacked— 
no shelving required. Easy gliding drawers 
at any height. Available in Legal, Letter, 
Check, Freight Bill-and Tab Card sizes. 


BANKERS BOX COMPANY 


Franklin Park, Ill. 

















MR. SCHRADER 


NEW CONNECTIONS . . 


William H. Schrader has joined Mc- 
Lean Industries Inc., Mobile, Ala., as con- 
troller. Harold F. Ray was appointed 
to the staff of Dr. Leopold Eckler, general 
manager of the Ansco Division and vice 
president of General Aniline & Film 
Corp., Binghamton, N. Y. . . . Harold 
B. Lawson has joined United Carbon 
Company, Charleston, W. Va., as control- 
ler. Mr. Lawson is currently serving as 
president of the Cleveland Control of 
Controllers Institute. 

James F. Tooley is managing director 
of Canadian Aviation Electronics, Ltd., 
Ville St. Laurent, Quebec, Canada... . 
General Crushed Stone Company, Easton, 
Pa., recently appointed Jay E. Hummer 
comptroller. . . . William J. Wiley was 
elected vice president-finance of SKF In- 
dustries, Inc., Philadelphia, Pa. 


PROMOTIONS .. . 


Franklin F. Bruder is now executive vice 
president and treasurer of City Stores 
Mercantile Co., Inc., New York... . 
Vulcan Corporation, Cincinnati, Ohio, re- 
cently elected L. G. Budke vice president 
and treasurer as well as a director. .. . 
Gerald Carlisle recently was made secre- 





MR. CARLISLE 


MR. HUMMER 


rr) 
MR. HAHN 





MR. DICKSON 


tary and treasurer of Micromatic Hone 
Corporation, Detroit, Mich. 

Walter Kidde & Company, Inc., Belle. 
ville, N. J., has announced the appoint. 
ment of Robert L. Dickson as administra- 
tive vice president and his election to the 
company’s board of directors. Mr. Dick- 
son has served as a trustee of Controller- 
ship Foundation, research arm of Con- 
trollers Institute, since 1955; he has been 
a vice president of the Foundation since 
1956, as well as chairman of its Executive 
Committee. . . . Charles D. Dugan has 
been named vice president-finance and 
elected to the board of his company, 
Western Electric Co., Inc., New York. 

Harry C. Hahn has been elected secre- 
tary and treasurer of the Wisconsin Tele- 
phone Company, Milwaukee, Wis. He 
served as a national director of Control- 
lers Institute, 1954-57, and as vice presi- 
dent of Region VIII of the Institute, 
1955-56. Stuart T. Henshall has 
been elected executive vice president of 
Merck Sharp & Dohme Division, Merck 
& Co., Inc., Philadelphia, Pa. Mr. Hen- 
shall is a past re. of the Philadel- 
phia Control of Controllers Institute and 
is currently serving as chairman of the ! 
national Admissions Committee of the In- 


MR. HENSHALL 
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MR. HOYT 


stitute. . . . James S. Howard was re- 
cently named assistant secretary of Pitts- 
burgh Steel Company, Pittsburgh, Pa. 
_. » Marshall E. Hoyt is now vice presi- 
dent and treasurer of Nash Engineering 
Company, South Norwalk, Conn... . 
The election of Shirley H. Kimmens as 
treasurer of the Plume & Atwood Manu- 
facturing Company, Thomaston, Conn., 
was recently announced. 

Louis L. Melick was recently elected vice 
president in charge of finance, secretary 
and director of Dana Corporation, To- 
ledo, Ohio. ...L. L. Newberry was 
elected secretary and treasurer of Mirro 
Aluminum Company, Manitowoc, Wis. 
... Walter A. Smith has been made as- 
sistant to the president of Formica Cor- 
poration, Cincinnati, Ohio. . . . C. Roger 
Stegmaier was elected comptroller of 
Campbell Soup Company, Camden, N. J. 
... Hartley W. Voigt was named vice 
president of Blockson Chemical Company 
Division, Olin Mathieson Chemical Corp., 
Joliet, Ill. 

Thomas W. Dinlocker was appointed 
chairman of the finance committee of the 
board of directors of SKF Industries, Inc., 
Philadelphia, Pa. . . . Marion M. John- 
son has been made vice president and 
executive director of personnel and public 
relations of Brown-Forman Distillers 
Corp., Louisville, Ky. 


COMPANY CHANGES ... 

William R. Thomas has been named vice 
president-finance of Cutter Laboratories, 
Berkeley, Calif., and Hugh A. Eyerly was 
named controller. . . . U.S. Industries, 
Inc., New York, has announced the elec- 
tion of the following new officers: |. John 
Billera, senior vice president ; Clarence B. 
Rex, treasurer; and Arnold P. Moran, con- 
troller. 


MR. BILLERA 
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MR. ROSS 





MR. REX 


MR. WINFIELD 


The appointment of J. A. Ross as vice | 


president and treasurer and R. F. Winfield 


as controller of Shell Oil Company of | 
Canada, Limited, Toronto, Ontario, Can- | 


ada, was recently announced. . . . George 
D. Matson recently became vice president 
and treasurer of National Broadcasting 
Company, Inc., New York; he is suc- 
ceeded as controller by Aaron Rubin. . . . 


K. J. Ralph has been elected secretary and | 
treasurer of New Jersey Bell Telephone, | 


Newark, N. J., and D. Worth Boyette was 


elected vice president and comptroller. | 


. . » Earl H. McCauley was elected vice 
president-accounting, a newly created of- 
fice of Detroit, Toledo & Ironton Rail- 
road Co., Dearborn, Mich., and J. W. 
Donahue and R. C. Courtney were ap- 
pointed general auditor and assistant gen- 
eral auditor, respectively. 


ADDITIONAL DUTIES FOR... 


Harold B. Myers, who is now vice pres- | 


ident and comptroller of International 


Harvester Company, Chicago, Ill... . | 
Robert T. Hood, who has been elected | 


treasurer and controller of the Gabriel 
Company, Cleveland, Ohio. . . . Carl H. 
Ganzenmueller, who is now secretary and 
treasurer of Arthur G. McKee & Com- 
pany, Cleveland, Ohio. . . . Gordon B. 
Schaefer who is now secretary and treas- 
urer of Southeastern Pipe Line Company, 
Atlanta, Ga. 


NEW DIRECTORS... 

H. Glenn Bixby, president, Ex-Cell-O 
Corporation, Detroit, Mich., elected to 
the board of Woodall Industries, Inc., 
Detroit. . . . Stanley Stein, controller of 
Publix Shirt Corporation, New York, 
elected to his company’s board of di- 

(Continued on page 94) 
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A NEW APPROACH TO 


BUDGETING 


Write for Information 


McCORMICK & COMPANY 


Consulting Engineers 


Park Building Yonkers, N.Y. 

















HANLEY ACCOUNTING PERSONNEL 
U.S. & OVERSEAS POSITIONS 


(No employer obligations for fees) 
ATTENTION! ACCOUNTING & FINANCIAL 


EXECUTIVES 
Are You Looking For 


Top Flight Men in Finance or Account- 
ing? 


or 


Are you interested in a new position in 


this field? 
If So WE HAVE: 


A file of available candidates, 


excel- 


lently qualified for such positions 


and 


Positions presently open for Financial 


VP’s, Treasurers, 


Controllers & 


like; 


opportunities in the $15,000 to $50,000 


salary brackets. 
Contact 


John F. Hanley or William J. Hanley 


or 


Mail your job requirements or 


your resume to 


50 Church St., N. Y. 7, N. Y. 


WO 4-8271 


Over 25 years practical accounting 
& controllership responsibility 


(Agcy) 





FACTUAL 
Appraisals" 


for every valuation need 


® Commercial, industrial, 
institutional and residential 


properties. 


consolidation. 


e Condemnation and 
litigation. 


THE 


LLOYD-THOMAS 


RECOGNIZED APPRAISAL AUTHORITIES €oO. 


4411 Ravenswood Avenue, Chicago 40, Ill. 


First for Factual appraisals 


since 1910 
OFFICES — COAST TO COAST 


Estate administration. 
Trustee and receiverships. 
Taxation and finance. 


Reorganization, merger or 


Bankruptcy or liquidation. 
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Personal Notes 

(Continued from page 93) 

rectors. . . . Simon C. Kelly, president, 
Western Auto Supply Co., Kansas City, 
Mo., has been elected a director of Com- 
merce Trust Company, Kansas City. 


EXTRACURRICULAR ACTIVITIES ... 

T. G. Redman, comptroller, Swift & 
Company, Chicago, Ill., is serving as a 
vice chairman of the Advisory Council on 
Federal Reports. Mr. Redman represents 
Controllers Institute of America on ACFR 
together with Lisle W. Adkins, comptrol- 


ler, General Dynamics Corporation, New 
York, and W. T. Brunot, controller, Reyn- 
olds Metals Company, Richmond, Va. 
. . » Allan D. Henry, vice president and 
secretary of the Chas. H. Tompkins Com- 
pany, Washington, D. C., recently re- 
ceived a silver loving cup from Harold 
Scott, president of the National Associa- 
tion of Accountants, in recognition of 
the 25th Anniversary of the Washington, 
D. C. Chapter of NAA. Mr. Henry, who 
is a director of the District of Columbia 
Control of Controllers Institute, is presi- 
dent of the NAA Washington Chapter. 
Members of the Advisory Board of the 








November 1-4, 1957 


by Herbert P. Buetow 


II. Financial Planning 
by I. R. Hansen 


by George J. Wachholz 


by O. R. Egan 


by Richard E. Liming 


by R. B. Read 


by Donald Lichty 


by L. W. Garner 


“Product Profit Maximization”’ 
by R. A. Perkins 











BLUEPRINTING 
TOMORROW’S PROFITS 


A collection of papers presented at the 26th Annual National Confer- 
ence of Controllers Institute of America, White Sulphur Springs, W. Va., 


* Please add city sales tax if order is for New York City delivery 


Contents 


“Management Planning and Control at Minnesota Mining & Mfg. Co.” 


I. Philosophy and Organization 


III. Administering and Controlling the Planned Programs 
“The Controller’s Role in Long-Term Planning” 
“Managing Operations Through Reports and Controls” 
“Measuring Division Performance Through Return on Investment” 
“Conducting Operations Research with Existing Personnel” 


“Broadening the Application of Standard Costs” 


Address orders to 


CONTROLLERS INSTITUTE OF AMERICA 
Two Park Avenue, New York I6, New York 


$1.00* 








International Accountants Society include 
Dudley E. Browne, vice president-finance 
and controller, Lockheed Aircraft Cor. 
poration, Burbank, Calif., who is chair. 
man of the Board of Controllers Institute; 
Rodney S. Durkee, chairman of the board 
of Lane-Wells Company, Los Angeles, 
Calif., also past president of Controllers 
Institute; and Christian E. Jarchow, senior 
consultant, International Harvester Com. 
pany, Chicago, IIl., another past president 
of Controllers Institute. . . . Frederic 
M. Hadley, executive vice president of 
Eli Lilly and Company, Indianapolis, 
Ind., who served as co-chairman of a 
campaign which recently raised almost $4 
million in Marion County's (Indianap. 
olis) first United Fund drive, has been 
named Indianapolis’ 1957 “Man of the 
Year’ by the Indianapolis Times. 


RETIREMENT .. . 


Irving D. Dawes after 44 years of active 
business life retired recently. Until his 
retirement, Mr, 
Dawes had been 
vice president 
and treasurer of 
Virginia-Caro- 
lina Chemical 
Corporation, 
Richmond, Va. 
He has been ac- 
tive in the affairs 
of Controllers 
Institute for 
many years, hav- 
ing been one of 
the organizers and first president of the 
Richmond Control of the Institute. Mr. 
Dawes also served as a national director, 
1953-56, and as vice president of Region 
III, 1955-56, of the Institute. 





MR. DAWES 


SPEAKERS ... 


L. E. Frensley, comptroller, Magnolia Pe- 
troleum Company, Dallas, Texas, will dis- 
cuss “Reservoir Accounting” at the April 
23-24 Conference of Accountants, spon- 
sored by the University of Tulsa, Okla- 
homa. . . . Hubert F. Crawley, control- 
ler, Spencer Chemical Company, Kansas 
City, Mo., and Eugene A. Johnson, con- 
troller, Union Wire Rope Corporation, 
Kansas City also, are listed among the 
speakers at the Third Annual Confer- 
ence on Office Techniques and Practices 
being sponsored by the University of 
Kansas Extension in Kansas City on Feb- 
ruary 17-19. 

T. W. Bryant, general controller, the 
Cuneo Press, Inc., Chicago, Ill., addressed 
the members of the Chicago Chapter of 
the Institute of Internal Auditors recently 
on “The Internal Auditor.” . . . Thomas 
P. Hudock, division controller, Denver 
Division of the Martin Company, ad- 
dressed the Denver Chapter of the Na- 
tional Association of Accountants on “Ac 
counting for the Intercontinental Ballistic 
Missile.” 
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The Growth of OR Reported by AMA 


HE RESULTS of a survey on the use of 
Rigerations research in American indus- 
try, revealing its growing acceptance by 
management as a way of examining alter- 
natives from a broad scientific viewpoint, 
were reported at an AMA special confer- 
ence at the Palmer House in Chicago. 
The survey attempted to gauge the status 
of operations research in industry today. 
“It is reasonable to assert that in 1951 
there was virtually no recognition or un- 
derstanding of industrial operations re- 
search by American management,” Dr. 
David B. Hertz, manager, Operations Re- 
search, Arthur Andersen & Company, 
New York, declared. 

Today, the survey showed, operations 
research is recognized as a valuable tool in 
management decision-making. Of the 631 
companies which responded to the survey, 
324 or 51.3 per cent are now using op- 
erations research techniques. Of the 307 
companies not using it, 144 indicated that 
they are considering its adoption in the 
future. 

A breakdown of the industries respond- 
ing to the survey shows that chemical and 
allied companies accounted for the largest 
percentage of users of OR, with electrical 
and electronic manufacturing companies a 
close second. The 19 firms in the aircraft 
industry reporting operations research 
work, representing only 5.5 per cent of 
the 324 companies, report almost one- 
fourth of the personnel. 

Average size of the operations research 
group is 6.5 persons, the survey indicated. 
The aircraft companies reported the larg- 
est groups—an average of 19.7 persons— 
and the food industry the smallest—3.1 
persons. Dr. Hertz noted that in most 
companies operations research teams start 
with two or three persons and expand as 
the work becomes accepted. 

The background of those in operations 
research seems to be predominantly en- 
gineering (42.3 per cent), the survey 
showed. However, Dr. Hertz commented, 
the aircraft industry contributed over one- 


half the engineers but represented less 
than one-third of the total personnel. The 
next largest categories were mathematics 
(15.6 per cent) and statistics (11.4 per 
cent). 

Some 200 companies reported that op- 
erations research personnel came from 
within the company. The rest of the com- 
panies responding to this question were 
equally divided on obtaining personnel 
from universities and from other com- 
panies. Training programs are in force in 
111 companies; 114 use university courses, 
and 54 use consultants for training. 

Applications of operations research are 
being used most on production problems, 
the survey revealed. Seventy-two per cent 
of the respondents to this question men- 
tioned production; 64.4 per cent, sales 
and marketing; and 64 per cent inven- 
tory problems. “The growing under- 
standing in industry that operations re- 
search applies to over-all problems is 
strikingly shown by the 68.8 per cent who 
report attacking long-range planning 
problems,” Dr. Hertz cited. ““My experi- 
ence indicates that three or four years ago 
only a small part of operations research 
interest was devoted to this problem.” 

The survey asked for titles of opera- 
tions research projects undertaken. Over 
1,000 projects were listed, either by titles 
or by general classes. A description of the 
projects revealed that the solution of prob- 
lems was not the only objective of setting 
up an operations research group. Sixteen 
companies said they are doing it for train- 
ing purposes. 

Some 288 companies replied to the 
question: What results have been achieved 
by operations research programs? Of this 
number, 167 felt it was too early to tell, 
75 said there had been considerable im- 
provement in operations and 55  indi- 
cated appreciable savings. Savings of more 
than $100,000 were reported by 17 com- 
panies, more than $1 million by five, and 
over $2 million by two. 
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*OPPORTUNITIES*« 


EMPLOYMENT * EQUIPMENT * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 





HELP WANTED 





CONTROLLER & 
BUDGET DIRECTOR 
Opening with one of our clients 
Nationally known chain-store organization 
Salary from $18,000 to $25,000 
Address replies direct to 
THORNDIKE DELAND ASSOCIATES 
1440 Broadway, New York 18, N. Y. 





SITUATIONS WANTED 





INSURANCE ADMINISTRATOR 


Presently employed by multiplant manufac- 
turer devoting my full time to the adminis- 
tration of the insurance and pension pro- 
grams. Seven years’ experience in the 
procurement of all types of insurance; do- 
mestic, foreign and group. Have been suc- 
cessful in developing complete tailor-made 
protection at a considerable savings for 
parent company and domestic and foreign 
subsidiaries. Previous experience as chief ac- 
countant and office manager very helpful in 
present assignment. Age 45, married, two 
children. Most willing to relocate. Box 2300. 


TREASURER-CONTROLLER 


Member of CIA doing management consult- 
ing seeks change to medium-sized manufac- 
turing corporation. Chief financial executive 
experience with metal-working, automotive 
and machinery producers. Some textile and 
garment. Also multiplant. Age 52. Now in 
Southeast. Will relocate. Box 2305. 


CONTROLLER 
ASSISTANT CONTROLLER 


Twenty years experience in general and in- 
dustrial accounting; supervisory and_ staff 
position in general accounting, cost, budgets, 
systems and procedures, taxes, government 
contracts, and controllership. Desires job 
with challenge in midwestern area. CPA, 
member CIA. Resume on request. Box 2306. 





WANTED TO BUY 





CPA FIRM will purchase entire practice or 
individual accounts N.E. area. Box 2307. 





MISCELLANEOUS 





WANTED—CONTROLLER MAGAZINES 
We’re sold out again on these issues needed to 
complete “back-copy subscriptions” or to fill 
“single” copy requests: Jan. °57; Feb. °57; Mar. 
°57; Sept. °57; Oct. °57; Nov. °57. If you have 
extra copies or have read your copies and will 
part with them, send to the Circulation Manager. 





NOTE: Tne ContTROLLER reserves the right to ac- 
cept, reject or censor classified «opy and takes no re- 
sponsibility for the people contacted throuoh this col- 
umn nor does it guarantee any item bougni or sold. 
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Electronics Official Says: 


‘Business Needs Less Data’’ 


Contrary to some notions, business 
managers need less rather than more facts 
on daily operations if they are going to 
effectively run their business in today’s 
automated economy, an electronics official 
declared recently. But these facts must be 
more usable, more specific and related, up 
to date as of the moment received and 
must reflect the relationships of all as- 
pects of the business, in the opinion of 
Walter W. Finke, president of Datamatic, 
a division of Minneapolis-Honeywell Reg- 
ulator Co. He cautioned executives at- 
tending a special American Management 
Association conference in Chicago that 
management's mania for facts and insati- 
able appetite for statistics was miring it in 
“a labyrinth of irrelevant detail.” 

To simplify decision-making and to 
cope with the mushrooming complications 
of business, management needs more per- 
tinent data, better organized and more 
comprehensive, he said. In the keynote 
address, Finke pointed out that electronic 
computers, the so-called “giant brains,” 
if properly used, give management a tool 
for tackling daily operations scientifically. 
Used in conjunction with such scientific 
methods of analysis as operations re- 
search, the host of factors, considerations 
and alternatives involved in running a 
business can be reduced to more compre- 
hensible, workable dimensions. 

Scientific methods, by gathering, relat- 
ing and applying logical interpretations 
to masses of data, can lay before a busi- 
nessman an assortment of facts and alter- 
natives in order of desirability and prob- 
ability of success, Finke explained. 

“The final decision is, of course, still 
his to make. But for the first time he can 
really handle problems hitherto too com- 
plex or simply too large for him to grasp.” 

Finke said that many companies are 
making a sharp breakaway from the al- 
ready conventional uses of computers and 
their steps indicate the trend of evolution 
of the scientific approach to management. 

For example, in addition to routine 
technical calculations (payrolls, billings, 
etc.) the big “brains” are being used to 
compute general accounting records, finan- 
cial reports, departmental expenses, over- 








all sales analyses, dividends, pension te. 
serves, and property accounting records, 
One company is looking to the day when 
it can also be used to handle data on raw 
materials and finished goods and return 
on investment by product group and 
budgetary control. 

As typical of the more sophisticated 
programs, Finke cited the case of a ma- 
jor manufacturer who used a computer 
and operations research techniques to 
work out a program to determine the 
cheapest distribution pattern from plant 
to dealer. Some 8,000 unknowns went 
into the programmed study. These in- 
cluded plant production schedules, orders, 
inbound freight costs, assembly plant pro- 
duction costs and profit margins. 

Because business routine and _ business 
problems are especially susceptible to 
these new tools and techniques, he saw the 
multiple-computer firm becoming the rule 
rather than the exception. 

One type of computer will be expressly 
used for controlling physical activity and 
processes, such as the operation of valves 
in a pipeline. The other, the giant “brain” 
type will be the heart of a company-wide 
information and control system. Such 
computers, he said, will relate the plan- 
ning and forecasting phases of the busi- 
ness to the operating phases. 

A system incorporating these two com- 
puter networks would give management a 
new dimension in which to frame its 
decisions—the important factor of “time,” 
Finke said. Sometimes referred to as “real 
time” it links all phases of a business, 
from the order through delivery, so that 
all changes and transactions are instan- 
taneously reflected in records, etc. When 
fully developed, Finke said management 
would make decisions based on all the 
facts as they exist at the moment of de- 
cision. 

As an example of how far we can go 
in this area, he predicted the elimination 
of payroll checks as we know them. “‘In- 
stead, doesn’t it seem more practical and 
a sensible way to eliminate repetitious 
paperwork, to electronically credit an em- 
ploye’s salary direct to his account at a 
nearby bank.” 





CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER should 
be received in the editorial offices of THE CONTROLLER, Two 
Park Avenue, New York 16, N. Y., before the first of the 
month to affect the following month’s issue. For instance, if 
you desire the address changed for your April issue, we 
should be notified of your new address before March 1. Be 
sure to include your postal zone as well as your old and 


new address. 
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